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LETTERS OF TRANSMITTAL 


he ~ House OF REPRESENTATIVES, 
COMMITTEE ON ForreIGN AFFAIRS 
q Washington, D. C., May 27, 1953 
This report has been submitted Lo the Comm ttee on Fore on Affairs 


aa ? by the Subcommittee on Foreign Economic Policy, comprising Hon 
Jacob K. Javits (chairman), Hon. Donald L. Jackson, Hon. Karl M 
LeCompte, Hon. Laurie C. Battle, and Hon. Burr P. Harrison 
The report is being distributed in subcommittee print form so that 
it may be available to the full membership of the Committee on 
Foreign Affairs. 
Ropert B. Cuiperrirerp, Chairmar 


Hon. Ropert B. CHrperrie.p, 
Chairman, Committee on Foreign Affairs, 
Hlouse of Re prese ntatives, Vi ashington DD). ¢ 

Dear Mr. CuarrMan: There is transmitted herewith the report of 
the Subcommittee on Foreign Economic Policy on the Mutual 
Security Act and Overseas Private Investment 

It is hoped that the information which the report contains will be 
useful to the members of the committee in connection with the present 
hearings on the proposed Mutual Security Program for fiscal year 1954. 

Jacos K. Javits, Chairman 
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FOREWORD 


SUBCOMMITTEE ON ForetGn Economic Po ticy, 
Foreign AFFAIRS ComMMITTEER, 
House oF REPRESENTATIVES, 
Wash ington, De €. May 2. 1958. 

The Foreign Affairs Committee wrote into the Mutual Security Act 
of 1951, section 516, which constitutes the basic charter of private- 
enterprise participation in the mutual security program. This con- 
cept was broadened and made more definitive by the committee in the 
1952 amendatory act. Indeed, section 516 represents a major step 
taken legislatively toward a positive position of enlisting the partner- 
ship of private enterprise to a significant degree in implementing 
United States foreign policy in general 

The Subcommittee of the Foreign Affairs Committee on Foreign 
Economic Policy deals with “‘all matters affecting our foreign relations 
that concern trade, international financial and monetary organi- 
zations, foreign loans, and technical and economic assistance.” 
The subcommittee has been engaged in taking testimony from the 
Government and interested priv ate groups on the whole range of 
United States foreign economic policy. One of the elements of that 
policy is the question of stimulating a greater participation by Ameri- 
can private enterprise as an arm of American effort in making our 
forei ‘1en policy Vv work. 

This report gives an account of the implementation by the executive 
branch of section 516 and related sections of the Mutual Security Act, 
together with a statement of the major recommendations submitted 
to the subcommittee. The report is preliminary. It is the intention 
of the subcommittee upon the completion of its study to issue a report 
covering other facets of American foreign economic policy. Since the 
question of private enterprise Overseas connot be considered by itself, 
separate and distinct from other programs, only the major recommen- 
dations made or brought to the attention of the subcommittee are 
included, in consolidated form 

Jacosp K. Javits, Chairman 


mx 








THE MUTUAL SECURITY ACT AND OVERSEAS PRIVATE 
INVESTMENT 


I. INrRODUCTION 
COMMITTEE REPORT ON ACT FOR INTERNATIONAL DEVELOPMENT 


The House Foreign Affairs Committee in reporting favorably the 
Act for International Development emphasized that there were two 
equi ally imports int parts ot the te chnical coopt ration program -tech- 
nical assistance and investment capital: 


Technical cooperation programs and 1 ethods to encourage the flow of invest- 
ment capital are the means available. They are mutually complementary and 
indispensable to economie cde velopment Section 302 emphasizes this point, and 


section 303 embodies it in policy instructions to United States Government 


agencies, 


Economic development cannot be achieved in underdeveloped areas simply by 
providing dollar aid to purchase equipment, food, or raw materials. Funds 
spent for these purposes in these areas would not go to the root of the matter 
They could not be efficiently utilized in many cases | i large extent they would 
be wasted. The problem is primarily one of assisting peoples to make more 
effective use of their own resources, human and phvysieal, than they have up tl 


this time. This will require capital in the beginning or later, in the form of 
loans or investments 
Two of the most effective means to achieve economic development are technical 


assistance and a greater flow of investment capital. Both are necessary if levels 
of national income, as measured by economic productive power, are to be 
raised. The cold figures of energ y consumption, health conditions, life expectancy, 
and the like, show that intil some Improvement cal De effected, productive 
power will remain low no matter how much capital flows ir At the same time, 


it is footless to embark on a program of utilizing resources more efficiently if the 


flow of investment capital is not ene iraged (H Rept No. 1802, pt t, Sist Cong 
pp t and 7 


B. COMMITTEE REPORT ON MUTUAL SECURITY ACT OF 1952 


In reporting out H. R. 7005, amending the Mutual Security Act of 


1951 (which later beeame Public Law 400, 82d Congress, Mutual 
Security Act of 1952), the Foreign Affairs Committee further stated: 


One of the basic principles which the Congress has emphasized in the statutes 
governing the mutual security program is the importance of private capital 
investment as a potent force in raising the economic and social sté a of 
underdeveloped areas. Not only does private investment bring capital, but it 
also brings with it technical knowledge and management experience, so sorely 
needed. Further, it relieves the American taxpayer, in the long run, of the burden 
of governmental foreign aid where cooperative aid can be appropriately handled 
by private sources. Moreover, private capital offers a natural vehicle for close 
cooperation between private citizen and private citizen rather than between 








government and government, and hence is of special importance here are 
several provisions in the law which deal with this principle, notably sections 516 
and 520 of the Mutual Securitv Act of 1951, sections 403, 405 _ 407. 409. and 
110 of the Act for International Development, and sections 111 (b) (3) and 111 
(c) (2) of the Economic Cooperation Act of 1948, as aaanan They were 
seriously and carefully written by the legislative brancl It was, and is, intended 
that they be implemented. The committee is not satisfied that the Director for 
Mutual Security has exerted all the reasonable effort possible to implement those 








om OVERSEAS PRIVATE INVESTMENT 


provision In amending section 516 of the Mutual Security Act, the committee 
makes more explicit in this bill its intent with respect to the role if private enter- 
prise in building mutual security It is not, of course, the objective of this pro- 
gram to benefit private capital rhe point is that private capital has a definite 
place in the program which should be recognized by the executive branch and our 
partners in mutual security (H. Rept. 1922, 82d Cong. 2d sess., p. 62 


( PURPOSE OF SUBCOMMITTEE REPORT 


The purpose of this subcommittee report is to give an account to 
the committee and to the Congress of the implementation by the 
executive branch of section 516 of the Mutual Security Act of 1951, 
as amended 

| Taking into consideration the two complementary methods to 
achieve economic development, laid down in the Act for International 
Development; 
2) In the light of the legislative intent of section 516, above; and 


o In view of the statement by the Honorable Jacob i Javits, 
Sponsol! of section 516. during the debate on the conference report on 
H. R. 7005 that 

it is the intention of our committee to follow through and see that the various 
Government departments concerned implement those sections and do something 
about them as a very sure way of seeing that our burdens from the Government 
side are reduced 


D. PRESIDENT S STATE OF THE UNION MESSAGI FEBRUARY 2, 1953) 


The part of free private enterprise in foreign economic policy takes 
on added importance in view of the President’s state of the Union 


message to the 838d Congress, February 2, 1953, in part, as follows: 


Our foreig: policy will recognize the importance of profitable and equitable 





world trade \ substantial beginning can and should be made by our friends 
themselves * * * Action along these lines can create an economic environment 
that will invite vital help from us. Such help includes * * * doing whatever 
our Government can properly do to encourage the flow of private American 
investment abroad a0 Is Involve as a serious and explicit purpose of our 
foreign policy, the encouragement of a hospitable climate for such investment in 
foreign nations. 


Il. Diviston or FuNcTIONS 


Section 516 of the Mutual Security Act of 1951, as amended by 
section 7 (k) of the Mutual Security Act of 1952, recognizing that 
different agencies of the Government have different functions to 
perform, divides the responsibilities as follows: 


A. MUTUAL SECURITY AGENCY 


b) To accomplish the purpose of clause (1) of subsection (a) of this section,! 
under the coordination of the Director for Mutual Security, the Mutual Security 
Ageney, cooperating with private business groups and governmental agencies to 
the fullest extent possible, shall encourage a greater participation by private 
capital in the guaranty program and shall develop broad criteria to facilitate such 
participation, including programs consistent with the purposes of the Act for 
International Development. 


Ihis clause provides: “It is hereby declared to be the policy of the Congress that this Act shall be admin- 
istered in such a way as (1) to eliminate the barriers to, and provide tl neentives for, a steadily increased 
participation of free private enterprise in developing the resources of foreign countries consistent with the 
policies of this Act.’ 


ie 
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B. DEPARTMENT OF COMMERCE 


¢) The Department of Commerce shall, in cooperation with such groups and 
agencies (including the International Bank for Reconstruction and Development 
conduct a thorough study of the legal and other i ipediments, foreign and local, 
to private investment abroad, and the methods and means whereby those impedi- 
ments can be removed or decreased and shall make recommendations thereon to 


the Director for Mutual Security 


( DEPARTMENT OF STATE 


(d) The Department of State, in cooperation with other agencies of the Govern- 
ment concerned with private investment abroad, and taking into account the 
study and recommendations described in subsection (c) of this section, shall 


accelerate a program of negotiating treaties of commerce and trade, or other 
temporary arrangements where more suitable or expeditious, which shall include 
provisions to encourage and facilitate the flow of private investment to countries 
participating in programs under this Act. 


D. TECHNICAL COOPERATION ADMINISTRATION 


(e) The Technical Cooperation Administration, taking into account the study 
and recommendations described in subsection (c) of this section, shall encourage 
and facilitate a greater participation by private industrial groups or agencies in 
private contracts awarded by the Administration, and shall, in cooperation with 
the Department of Commerce and the Mutual Security Ageney, find and draw 
the attention of private enterprise to opportunities for investment and develop- 
ment in underdeveloped areas. 


E. OVERALL SUPERVISION BY DIRECTOR FOR MUTUAL SECURITY 


It is to be noted that section 501 of the Mutual Security Act of 1951, 
as amended, places upon the Director for Mutual Security overall 
responsibility for continuous supervision and general direction of the 
mutual-security program. The stated purpose is to fix responsibility 
for the coordination and supervision of the various aspects of the 
program in a single person so as to give unified direction to the 
activities authorized. Insofar as agencies participate in the program, 
they, of course, come within the purview of this overall responsibility. 
Moreover, during the debate on the conference report on H. R. 7005, 
the sponsor of section 516 made it clear that the agencies concerned 
“should work closely together and with the Director for Mutual 
Security.”’ 
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‘S OVERSEAS PRIVATE INVESTMENT 


B. INTERAGENCY MECHANISM 


The Mutual Security Act of 1951 assigned to the Director for 
Mutual Security “primary responsibility for continuous supervision 
and general direction” of the programs of military, economic, and 
lioal assistance authorized in the act. The Director thus acquired 
responsibility to coordinate the efforts under the Act for International 
Development to encourage ‘‘the flow of mvestment capital’ and 
under the Mutual Security Act of 1951 ‘to eliminate the barriers to, 
and provide the incentives for increased participation of free private 
enterprise.” (sec. 516). The Mutual Security Act of 1952 amended 
section 516 of the 1951 act by adding the specific references to the 
responsibilities of MSA, TCA, State, and Commerce in encouraging 
private investment, quoted above. It required the Mutual Security 
Agency (MSA) under the coordination of the Director for Mutual 
Security (DMS), to “encourage a greater participation by private 
capital in the guaranty program.” 

Establishment of I) ter-Agency ¢ ommitter 

The Director for Mutual Security, after consultation with the 
National Advisory Council, established in February 1952 an Inter- 
(Agency Committee on Private Participation in Foreign Economie 
Development in order to provide a common forum in which all 
agencles whose Operation Wm anv way could encourage private invest- 
ment abroad were represented. In addition to MSA and TCA, 
other member agencies, not under the coordination of the Director, 
included State, Defense, Treasury, Interior, Agriculture, Commerce, 
Labor, Export-Import ae Defense Materials Procurement Agency, 
Securities and Exchange Commission, and, in an associate capacity, 
the International Rank for Reconstruction and Development. The 
committee served as a facility to make possible greater interagency 
exchange of information and ideas. It has not served as an inter- 
acvency coordinating body. 

[establishment of steer ng group 

In July 1952, there was established a steering group, consisting of 
the agencies most concerned. The group included MSA, TCA, State, 
Treasury, Commerce, and, on some matters, the Export-Import Bank. 
Through weekly meetings with this group during the early months 
of the fiscal vear, the Director kept himself informed of the activities 
of the principal agencies concerned. For example, the group pro- 
vided a forum for formulating comments and recommendations for 
the United States representatives at the meeting last summer of 
group of experts requested by the Organization for European Eco- 
nomic Cooperation (OEEC) to study private investment in dependent 
territories in Africa. In July 1952, the Director issued a document 
prepared cooperatively with the agencies, setting forth their policies, 
program plans, and organizational responsibilities relating to section 
516, as amended. Directives were issued MSA and TCA to under- 
take intensive programs as rapidly as possible In certain specified 
countries that the agencies might deem most appropriate for initial 
effort and experimentation. This is being pursued by both agencies. 
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3. Agency-to-agency contact 

More recently, direct agency-to-agency contact has been maintained 
with TCA, MSA, State, and Commerce on their various specific 
assignments in section 516. In partic ular, there have been meetings 
every 2 weeks between DMS and Commerce concerning the progress 
of the investme ut stucly bei Ing condue te “ pursuant to sec tion 516 (e 
DMS has also been in touch with problems which have arisen in 
extending the investment guaranty program to the underdeveloped 
areas and in initiating experimental investment programs in particular 
countries. 

Preliminary work pe nding (Commerce s tudy 

During October 1952 it became apparent that the Commerce study 
would not be available in time to be a basis for fundamental discus- 
sions in early 1953 on the future activities concerning private invest- 
ment under the Mutual Security Program. The course of the study 
indicated that it would be concerned principally with investment 
conditions and the nature of investment deterrents in foreign countries, 
with recommendations for improving such situations, and would not 
result in extended treatment of financial inducements which the United 
States Government might wish to consider as measures capable of a 
significantly early increase of the rate of new private investment 
a Therefore, the Director for Mutual Security with the aid 
of a small temporary staff drawn from MSA and TCA, and supple- 
me ated by several part-time consultants, has been preparing prelimi- 
hary material to assist the Director concerning various forms of 
inducements to encourage a greater amount of private investment 
abroad. It was hoped that this work would form a useful comple- 
ment to the Commerce study. 


IV. INcrEASING INTEREST IN THE PROGRAM 
\. IMPACT OF MUTUAL SECURITY PROGRAM 


The problem of private enterprise in the context of the foreign 
economic policy of the United States has received attention and 
study since the authorization of the Mutual Security Program by the 
Congress. With the passage of the Mutual Security Act of 1952 the 
process was accelerated. It may be stated that this is due in large 
measure to the efforts of the House Foreign Affairs Committee in 
this respect, manifested in seetion 7 (Kk) of the 1952 act drafted in 
committee, which expanded and made more definitive the intent of 
the Congress contained in the original section 516 of the 1951 aet 


B. THE DOUGLAS APPOINTMENT 


On March 19, 1953, the President announced the designation of 
Lewis W. Douglas, former Under Secretary of the Treasury and former 
Ambassador to Great Britain, as head of a study group to reexamine 
United States foreign economic policy. It is expected that Mr 
Douglas will confine his study to financial subjects growing out of 
the United States-United Kingdom economic discussions held in 
Washington in February and March. 
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( PRESIDENT S MESSAGE TO CONGRESS (MAY 1, 1953 


On May 1, 1953, the President in a message to the Congress recom- 
mended that a commission be established to make a review and 
thorough reexamination of our foreign economic policy (H. Doe 
No. 138, 83d Cong.). In this message the President again stressed 
the role of private enterprise as an arm of United States foreign 
economic policy: 


As I indicated in my previous message, the achievement of a strong and self- 
supporting economic system in the free world, capable of providing adequate 
defense against aggression and of achieving rising standards of living, must be a 
cooperative effort Through increasing two-way international trade and stimu- 
lating in every practical way the flow of private investment abroad we can 
strengthen the free world, including ourselves, in natural and healthy wavs 3N 
so doing, we can lessen and ultimately eliminate the heavy burden of foreign 
aid which we now bear 3oth we and our friends abroad earnestly desire to see 


regular trade and investment replace grant assistance 
D. UNITED NATIONS 


1. Keonomie and Social Couneil 

Various bodies of the United Nations have frequently discussed the 
subject of private investment, usually as part of the broad problem of 
financing the economie development of underdeveloped countries. 
In 1950, for example, the Economic and Social Council adopted a 
resolution which stressed the duty of governments of the underde- 
veloped countries to take domestic measures, and to negotiate inter- 
national agreements, for the encouragement of private investment. 
A further resolution adopted by the Council the following year went 
into greater detail. Specific steps were recommended to underde- 
veloped countries, such as the institution of programs of education 
and domestic reforms to attract private capital, the preparation of 
information for foreign investors, the avoidance of double taxation, 
negotiation of commercial treaties which include provision for duty- 
free importation of capital equipment, guaranties against nonbusiness 
risks, reexamination of local investment laws, assurances that foreign 
investors may manage and expand their enterprises, provision of 
compensation in the event of nationalization, and the like. 

At the request of the Economic and Social Council of the United 
Nations, the Secretary General appointed a group of experts to study 
the problem of reducing unemployment and underemployment in 
underdeveloped countries. The expert group presented a unanimous 
report on Measures for the Economic Development of Underdeveloped 
Countries, which was published in May 1951 under U. N. auspices. 
In the section of the experts’ report dealing with external capital from 
all sources, a very rough estimate is given of the amount of capital 
required by underdeveloped countries (including the Republic of 
China) to raise their national income per capita by 2 percent per 
annum. The calculation is necessarily crude but is included in the 
report to give some notion of the substantial magnitudes involved. 
Total capital needed is estimated at $19 billion per annum (about 20 
percent of the national incomes of these countries) of which the annual 
capital required from external sources is in excess of $10 billion. 
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2 Ge neral Asse mbly Resolution 8 December 1952 


The most recent U. N. action was the adoption of a resolution by 
the General Assembly last December, which will set the stage for an 
extensive discussion in the Economic and Social Council at an early 
session of the steps the United Nations, the specialized agencies and 
Member Governments might take to stimulate the steady flow of pri- 
vate capital in adequate amounts into underdeveloped countries 
Sections B and C of the resolution read as follows 





SECTION B 
The Gene ral Asse mb] J, 

1. Taking note with satisfaction of the preliminar report by the Inter- 
national Bank for Reconstruction and Develop t which had been re- 
quested bv the Keonomie and Social Counell, 1 ts resolution 368 XII] 
of 22 August 1951, to consider the potential contribution an international 
finance corporation could make to promote e¢ mic development through 
the financing of produet e enterprise in under-deve Orn 1 countries 

2. Recall ng li t he Keonomie and Soecia Counel, its resolutior 
$116C (XIV), requested the International Bank for Reconstruction and Deve 
opment to continue its examination of the proposal and, in the light of 
that further examinatio to seek the iews of its member governments 
the desirability of establishing such a corporation, and to inform the Couneil 
during 1953 of the results of its further examination of the proposal and the 
action it has taken concerning it 

3. Considering that the questions relating to the establishment of an 
international finance corporation have beet the Economie and 
Social Council at several sessions, and ns are in progress 


with a view to defining more clearly in this proposal can 


he made practicable with the object of 





pro. 


I lities for financing 


the development of under-developed countries, 
1. Looks forward to the early completion of their tasks by the International 
Bank for Reconstruction and Development and the Economie and Social 
Council 
5. Requests the Secretary General to place at the disposal of the Inter 
national Bank the records of the discussion of this subject at the seventh 
regular session of the General Assembly; and 
6. Requests the Economie and Social Council to report to the General 
Assembly at its eighth regular session on the progress of the proposal regard- 


ing the establishment of an international finance corporation 


SECTION ¢ 
The Genera Issembh 


l. Considering 

a) the importance of stimulating the international flow of private capital 
for the economit ae velopment of the inder-deve loped countries, 

(b) the work which has already been done in this field by the Economic and 
Social Council, by its regional commissions, and by the specialized agencies 
and the various studies on this question which have been prepared by govern- 
ments of various Member States, by the Secretary General and by a number 
of non-governmental organization, 

(ec) that certain governments have taken action designed to stimulate 
flow of private capital for economic development purposes, and 

(d) that despite the efforts which have already been made in this regard, 
the flow of private capital is not vet adequate to cover the need of the under- 
developed countries; 


2. Requests the Secretary Genera 


(a) to include in an early future world economic report an analysis of the 
international flow of private capital including the volume and direction of 
that flow as well as the types and the fields of application of such investment 
and any reasons for the continued inadequacy of such investment in under- 
developed countries so as to facilitate the Council's efforts in its formulation 


of constructive proposals, and 
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prepare a memorar dum for the ] conomic and So 


clal Council sun 





arizing the work done, the studies conducted and actions taken, as referred 
to in sub-paragraphs (b) and (c) of paragraph 1 above; and 

3 Req ests the Economic and Social Counc , in the course of its considera 
th of the question of financing economie development in the light of the 
ana s and the memorandum referred to in paragraph 2 above, to give 
{tention at an early session to the steps the United Nations, the specialized 
VeNncie and Member Governments might take to stimulate the steady flow 


Or private Capital in adequate amounts into under-deve lop d countries 


In December 1952, the General Assembly of the United Nations 
adopted a “nationalization” resolution, over the objection of the 
United States de legate, coneerning the right of member states freely 
to exploit their natural resources The text of the resolution is as 
follows 


r encouraging the underdeveloped countries 1 


oper use and exploitation of their natural wealth and resources 


( lering that the economic development of the underdeveloped coun- 
damental requisites for the strengthening of universa 
i 
Kh q tha right of peoples freely to use and exploit the 
al wealth andy yureces is inherent in their sovereignty and i accord- 


“ Th ¢ 
Purposes and Principles of the Charter of the United Natio 


/ all Member States, in the exercise of their right freely to use 
and it their natura vealth and resources wherever deemed desirable bi 
progress and economic development, to have due regard 
eir sovereignty, to the need to maintain the flow of capita 
iritv, mutual confidence and economic cooperation among 
at 
2. ¥ } Recommends all Member States to refrain from acts, direct 
lesigned to impede the exercise of the sovereignty of anv State 
il ii resources 


This resolution developed from a draft resolution presented by the 
Uruguayan representative on the Economic and Financial Committee 
of the Assembly. In its original form, the draft resolution called 
upon the U. N. to recognize the right of states to nationalize domesti« 
resources and implied that this right needed protection and that the 
General Assembly favored nationalization as a matter of polices 
Action on the resolution was opposed by the developed countries 
and by some of the underdeveloped countries such as the Philippines 
This opposition was based on (1) the fact that the problem of the 
night Lo dispose of natural resources Was already before another body 
of the United Nations; and (2) the unfavorable impression such a 
resolution would make on private investors, since it contained no 
reference to the obligations of states to respect the rights of foreign 
investors in connection with nationalization. The resolution, how- 
ever, was forced to a vote and carried in the Committee after rejection 
of a series of United States amendments designed to set forth in 
reneral terms the obligations toward private investors in cases of 
nationalization 

The unfavorable response to the resolution by the United States 
financial press and by business groups interested in foreign investment 
had an effect upon some delegates who were supporting the resolu- 
tion. Inthe Assembly the Indian delegation proposed an amendment 
calling upon countries which nationalized to bear in mind 


iinitain t flow of capital in conditions o curity nutual conf 


a cartes? 


anes 


eee ens 
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Although this amendment considerably improved the resolution, 
the United States delegate felt it did not go far enough and hence 
could not support the amendment. In the plenary session of the 
Assembly the amended resolution was adopted by a vote of 36 to 4 
with 20 abstentions. The United Kingdom, South Africa, and New 
Zealand joined the United States in voting against it. The United 
States delegate stated that the resolution was still unbalanced since 
it did not give adequate attention to the obligations of governments 
which nationalized. A number of countries abstained on the grounds 
that the resolution was unnecessary (in that the right to nationalize 
is well recognized under international law) and might have harmful 
repercussions on the flow of private investment into underdeveloped 
areas. 


> 


3. Fiscal Commission 


The Fiscal Commission of the U. N., which met in New York 
April 27—May 8, 1953, had before it the question of fiscal incentives 
to increase the international flow of private capital for the economic 
development of underdeveloped countries The basis for the inclu- 
sion of this item on the agenda was a resolution adopted by the 
Economic and Social Council last July calling upon the Fiscal Com- 
mission to: 


give further consideration to the problems of taxation in relation to foreign invest- 
ments ... [and] to examine further the proposal that, through bilateral agre¢ 

ments or unilateral measures, income from foreign investments in under-developed 
countries should be taxed only these countries, with such income being exempted 
from taxes by countries other than those in which the foreign investments are 


made . 
4. Secretariat report 

In preparation for this discussion the U. N. Secretariat prepared 
reports on the Taxation of Foreign Investment in Mexico, and on 
United States Income Taxation of Private United States Investment 
in Latin America. The latter report was largely the work of certain 
American experts, including Mr. Dan Throop Smith, formerly of the 
Harvard Business School, who did this work for the U. N. before his 
recent appointment as assistant to the Secretary of the Treasury 


b. Fiseal Commission resolution 


During its session the Commission adopted the following resolution 
for inclusion in its re port Lo the Keonomic and Social Couneil: 


FiIscaL INCENTIVES TO INCREASE THE INTERNATIONAL FLOW OF PRIVATE CAPITAI 
FOR THE Economic DEVELOPMENT OF UNDER-DEVELOPED COUNTRII 


The Economic and Social ¢ 


Re COQNLZING 


a) The great importance of finding means to stimulate the flow of private 
investment from the highly developed to the under-developed countries, in 
order to accelerate the economic d velopment of the latt 

(b) That the present flow of capital exported to the ler-developed 
countries is insufficient for their development needs 

(c) That relatively lower taxation in force in the under-developed countries 
is one of the attractions whicl ich countries can offer to foreign capital as an 
incentive to investment 

d) That this incentive becomes less effeetive—although international 
double taxation is avoided—if the capital-exporting countries apply to thy 
income from investments in under-developed count anv further taxation 
beyond that already paid in the latter 

e) That favourable tax treatment is one of thi ‘ factors affect 


flow of foreign capital, 
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|. Reaffirms that the country in which income arises has as a general principle 
an undoubted right to tax that income; 

2. Recommends that the highly developed countries acting unilaterally or when 
concluding tax agreements should give sv mpathetic consideration to the feasibilitv 
of taxing such income only or primarily in the country in which the income was 


In supporting this resolution in the Commission Mr. Smith made 
the following statement concerning the attitude of the new adminis- 
tration: 

vestment. The proposals under consideration include extension of the Western 
i misphere trade corporation treatment to other sections of the world; a further 
red iction in rates applicable to income received from such special corporations; 


Attention is now being given to possib le additional tax incentives to foreign 


a liberalization of the application of the foreign tax credit; a provision under 
Vii trie neome of foreign branches of United States corporations will not be 
axed until it brought into the | ted States (as is now the ease with the income 
of foreign subsidiaries and, finally, some form of tax exemption or special low 
rate of tax applicable ee neome. The examination of this subjeet by the 
pre idministration has not progressed to the point where any indication can 


be given as to the recommendations which will be made to the Congress. Such 


recommendat sas are made must, of course, be consistent with the maintenan« 


i 

of a sound ion estic tax svstem 
ome loss in revenue, if it can be really effective in stimulating international 
capital movements, will of course be acceptable, but it should be incurred only 
vhen there are reasonable prospects for desirable incidental results arising there- 
I Che problem is to maintain a balance among objectives, with full recogni- 
ion of the importance of encouraging international capital movements 
6 Othe / activitie S 

The foregoing is by no means complete insofar as U. N. activities 
are concerned. Various re sia and studies have been issued from 
time to time, for example, by the Economic Commission for Latin 
America and the Economic Commission for Asia and the Far East. 
Both Commissions have produced studies, country by country, on the 
economic and legal status of foreign investments in their member 
countries, and have publicized the legal requirements of capital 
exporting countries. However, the December assembly resolution, 
and the Fiscal Commission’s work, best illustrate the current attention 
of the U. N. to this subject, and will provide the basis for such further 
activities by the U. N. as may be agreed in the Fiscal Commission or 
in the Economie and Social Council. 


E. EXECUTIVE BRANCH 


ie Dine Pre side nt’s Mate rials Policy ( OMMISSION 

In its report Resources for Freedom, the Commission in June 1952 
recommended: 

a) That executive resource agreements with other governments 
should be negotiated when there are clear indications that new invest- 
ment in es er enterprises would take place in a particular country if 
legal and administrative deterrents were lifted. 

b) That the taxpayer be permitted to elect annually whether the 

‘per country” or “overall limitation” will apply in computing credits 
for taxes paid abroad. 
That deferral of reporting income from overseas branches until 
i income is remitted to this country be permitted, as is the case 
with subsidiaries. 


sa a a 


ite mcrae ccenR  e t 
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(d) That domestic corporations with foreign subsidiaries be given 
the same rights to file and obtain the benefits of consolidated returns 
as affiliated domestic corporations have. 

(e) That taxpayers be permitted in computing the portion of their 
dividends that represents taxable earnings to make a deduction corre- 
sponding to their share in the foreign corporation of the same outlays 
of the corporation for exploration and development as domestic pro- 
ducers are permitted to make and to treat that deduction as a return 
of capital rather than as taxable earnings. On the question of 
broader tax exemption, in the opinion of the Commission, the weight 
of the argument is clearly against unilateral tax exemption by the 
United States for income received from abroad. On guaranties, the 
Commission believes that the present guaranties against inconverti- 
bility and expropriation should be viewed as experimental pending 
longer and geographically more extended experience. 


2. The International Deve lopment Advisory Board 


As part of his testimony before the subcommittee, the Honorable 
Eric Johnston, Chairman of the International Development Advisory 
Board, included a statement with respect to measures to create a 
favorable climate for American capital abroad, which involve action 
by other governments: 

* * * very little has been done bevond identifying the factors which contribute 
to an unfavorable climate in many of the countries concerned. Reeommendations 
have been made regarding the necessity of eliminating those factors, but virtually 
nothing has been done to implement the recommendations 

The question thus arises as to how we can best pursue the ‘‘serious and explicit 


purpose” of encouraging ‘‘a hospitable climate for such investment in foreign 
nations.” 
The problem calls for direct action. It has not vielded to the conventional 


approach through diplomatie channels: it cannot wait for the normal lengthy 
processes of treaty negotiation 

We must make a dramatic new approach. It might be said that we need to 
do a more effective job of public relations vis-a-vis the governments of these 
countries than we have done or even tried to do thus far 


As a start in this direction, Mr. Johnston proposes: 


The President of the United States might appoint a special envoy as his personal 
representative to visit and consult specifically on this matter with the heads of 
government and ranking officials of the several underdeveloped countries The 
President might prefer to name several such representatives—e. g., 1 for Latin 
American countries, 1 for African and middle eastern countries, 1 for Asiatic 
countries 

The special envoy should be selected from the ranks of American business or 
industry—a recognized leader who is fully aware of the implications of United 
States economic policy, sympathetic to its aims, and conversant with the attitudes 
of American capital. His mission should be prefaced by an intensive study of 
the ‘‘investment climate” in the countries he would visit 

In his conversations in these countries, the special envoy would undertake to 
emphasize the importance which the United States, as a matter of its own self- 


interest, attaches to the sound and rapid economic development of all of the nations 
of the free world. He would state our national and international aims and 
motivations in the frankest terms, making it clear that our interest in promoting 
American investment abroad derives from our conviction that enlightened 
American capital can make a material and constructive contribution, technical 


as well as financial, to economic progress in other countries 

The special representative might find it helpful to explain how normal it is, 
under our system, for private enterprise to participate in the execution of public 
policy; and to emphasize our certainty that our self-interests and the self-interests 
of all nations in the free world are, in the long run, synonymous 

If he felt that.preliminary conversations held sufficient promise, the special 
representative should be empowered to sav that the Government of the United 
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State vould be prepared, at the country’s request, to send a special worki 
part f American businessmen and Government experts to the country to carry 
t further witt a comparable group to be appointed by the Govern- 
( f i uuintrs 
stion met with favor, the special representative would recommend 
Secretar f Stat ppoint a special mission, composed of carefully 
represé atives of ng, industrial, and business interests, staffed by 
er tr a | | 
nited 





s Government, and headed by an outstanding 
1 
1 


iliar with the country concerne¢ The members 














‘ . SHlOUL enjo I I lip natic status 
re pecifie ain if ea mission would be to explore practical Wavs an 1 means 
f creating a more conducive climate for American investment \s the President 
lr ( sis the ¢1 of the whole problem of getting more American money 
t road 
S it the same al with businessmen and officials of the host com 
( ed States industrialists composing the special mission would engage in a 
ree exchange of views on expropriation risks, currency convertibility, tax and 
riff d ations, labor and social security requirements, al 1 similar matters 
eate al Ta rte limate from the viewpoint of the American investor. 
Out I ! 4 CGISCIISSLO conducted with a serious purpose of finding mutually 
ible solutions, practical and constructive proposals might be expected 
() ful results might also be anticipated Many of the underdeveloped 
tri Brazil, Pakistan, Iraq, to mention only a few—have embarked ot 
prehensive economic and social development programs American indus- 
ilist the special mission would be in a position to it e points these 
which American private capital might be availabl Oo meet a par 
! Chey would be able to bring to bear upon the industrial problems 
try some of the experience American industry has gained 
ades of industrial pioneering around the globe 
( nore importa perhaps, the Id be al Ipor 
Y ’ f ry. to intert “ ive led 
a rf ‘ erdi yped countri | al to 
American capita 
Iva vO xpecte { LK ¢ 1 rey I »> tne Ss al state, 
( l be Cire 1a ad ie] throu the bus ess commun 
his proposa e final analvsis, involves no more than an application of at 
American custor n the time-tried tradition of talking things over If we 
eheve ita od deal of the press nfriendly ‘“‘climate’’ in the underdeveloped 





I s due to unreasonable fears or to misunderstanding of our aims and 
( to do ) v to put the thi or t Mtries 
I va ot l 1 g dow oO tall 
ree frankly und frie ness 
u( \ ld give American business a direct and importa responsl- 
( il W wha S esst ill 4 business probiet 
_ fare ol rs I i I ilculate o offer Amer 1 il iter 
reatet ! i re specific information w respe ) invest- 
I ( | | ld be press 1 by the i! i l¢ 
i ce i epend up { exte ( \ 
( e “‘clima ( nati oward w h our po ( raging 
ctive and beneficial private inv ent is dir 
\ ikable and ¢ 1 manifestation ol lr earnestness and good 
. , f by toward crea ( L of 
at \ ed 


The Math J report 


\ugust Maffry, of the Irving Trust Co., in a report prepared for the 
Technical Cooperation Administration (Program for Increasing Pri- 
vate Investment in Foreign Countries, dated December 18, 1952 
recommended 

a) All agencies of Government concerned should join in an effort 
of total diplomacy directed toward improving the climate of invest 
ment in friendly loreign countries 

b) The work of the Department of Commerce in assembling and 
ninating information on investment conditions abroad should be 


eonty 1ed and extended 


meee - 
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c) The program of the Department of State for the conclusion of 
additional bilateral treaties containing assurances of fair treatment of 
American investors should proceed in regular course. The “screen- 
ing’? issue should not be allowed to block the conclusion of treaties 
Which are otherwise satisfac tory This refers to the policy of some 
countries of selective entry of foreign business enterprises.] 

d) The United States Government should assist in every way pos 
sible the efforts of individual private investors to obtain concessions 
from foreign countries with a view to 
private investors 


getting them extended to othe 

e) The dissemination of information on Spe ific investment oppor- 
tunities abroad is useful but should be concentrated in one agency and 
kept within the bounds consonant with the limited results to be Ob- 
tained by this means 

(f) Industry advisers should be assigned without delay to key dip- 
lomatic missions 

yg) The Export-Import Bank should aggressively extend its activ- 
ities by (1) providing loan capital on attractive terms to domestic 
corporations willing to extend their operations in foreign countries 
and (2 making loans to foreign corporations for economu deve lop- 
ment without the requirement of government guaranties. 

(h) Every effort should be made by suasion and tangible induce- 
ments to secure the creation of international mutual funds, to induce 
the purchase of foreign securities by investment trusts and insurance 
companies, and in this way to assist in reestablishing a broad market 
in the United States for foreign securities 

(7) The competent committees of ¢ ‘oneress should be fully informed 
regarding the elements of an investment-guaranty system which would 
effectively stimulate private investment abroad and be fully self- 
supporting. However, it should also be made clear to the Congress 
that there are alternative ways of accomplishing the same purpose 
such as by extending the operations of the Export-Import Bank. 

)) The Treasury and the executive branch should decide promptly 
whether tax measures to stimulate foreign investment are to be recom- 
mended to the Congress. If so, the emphasis should be on measures 
designed to encourage investments abroad by individual and institu- 
tional investors through the purchase of foreign securities and on 
measures designed largely or exclusively to attract new investment 
rather than to give tax relief to existing investors. 

In line with this principle, the partial tax exemption how accorded 
to Western Hemisphere trade corporations should be extended to 
qualified corporations operating anywhere in the free world, and tax 
inducements should be offered to individual and institutional pur- 
chasers of foreign securities 

(t}) Government responsibility for promoting private investment 
abroad should be fixed at some point in the exeeutive branch in order 
to secure coordination of the activities of various agencies concerned 
with different phases of the problem. 

(1) TCA and MSA should contribute to the stimulation of private 
investment 

1) By joining in the total diplomatic effort of the United 
States to improve investment climates in foreign countries; 

(2) By promoting in every way possible the mobilization of 
local capital for productive investment; 








18 OVERSEAS PRIVATE INVESTMENT 


3) By identifving areas of private investment, especially in 
the industrial sphere, and assisting potential private investors to 
explore specific opportunities within these fields. 

4. The Sawyer report 

In his report to the President of the United States, Economic 
Survey of Kurope (December 1952), the then Secretary of Commerce, 
Hon. Charles Sawyer, made a number of comments with respect to 
investment capital: 


a) Investment capital is a commodity which will go to the highest bidder. 
It will go to those countries which most desire it and which, accordingly, offer 


the most attractive possibilities When appropriate conditions, or so-called good 
climate, prevail, investment will follow These conditions include both political 
and economic stability. 

bh) American businessmen still have the courage, initiative, industry, and the 
desire to make money which has characterized their pioneer efforts in the past 
both at home and abroad. They will not, however, move in force to other areas 
in the absence of a clear indication that they are wanted. American business- 


men are not undertaking to force their way into any part of the world nor do they 
wish or intend to establish any sort of imperialism wherever they may go. 
(c) In England it was suggested that one possibly fruitful area for exploration 
! 


assuming an attractive climate for investment—would be combined private- 
investment ventures in which British experience with some capital would be 
combined with United States capital and experience. There is, of course, no 
reason why such a project, if it meets with approval among private investors in 


the United States and other countries, should not be equally feasible and attrac- 
tive as between the United States and any other country of Western Europe 


5. The Bell report 

In a report to the President by the Public Advisory Board for 
Mutual Security, A Trade and Tariff Policy in the National Interest, 
submitted February 15, 1953, the Publie Advisory Board stressed 
that 

(a) American investment abroad is a supplement to rather than a 
substitute for an increase in imports and that, if foreign investment is 
to be true investment, the United States must be willing to import on 
a sufficient scale to enable other countries to meet dividend, interest, 
and amortization requirements. 

b) The underdeveloped regions must accommodate their develop- 
ment programs to their needs. What is required is a_ balanced 
development —balanced between agriculture and industry, domestic 
financing, and in foreign investments. Such a policy will be possible 
only with more foreign capital for development. 

c) The United States should help and encourage the International 
Bank to extend its important operations in mobilizing private capital 
for international investment in development. 


F. LEGISLATIVE 


In addition, several legislative measures have been introduced dur- 
ing the present session of the Congress dealing with the subject: 


1. House Resolution 96 and Senate Resolution 25 


Hovusk RESOLUTION 96 


(Introduced by Mr. Smith, Mississippi, January 16, 1953) 
Resolved, That the Committee on Banking and Currency, or any duly author- 
ized subcommittee thereof, is authorized and directed to make a thorough study 
of means and methods for increasing and expanding our international trade, 





ALS enneensaase 
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through the operations of the |} xport-Import Bank, the International Bank for 
Reconstruction and Development, and such other agencies and devices as would 
facilitate increasing American investment abroad and expanding international 
trade. The committee shall report to the House of Representatives at the earliest 
practicable date the results of its study, together with such recommendations as 
it may deem advisable. 
a ae me racks 
(Also, S. Res. 25, a similar measure, relating to the Senate counter- 
part committee, introduced by Senator Capehart, January 7, 1953. 
mm: . . ’ . : 
This resolution was reported favorably by the Senate Committee on 
Banking and Currency on April 30, 1953. (See S. Rept. No. 208 
and also S. Rept. 310, 83d Cong 
> Y Q/C 
o. . O49 
Ss. 849 
Introduced by Mr. Murray, February 10, 1953 


trade 


4 BILL To encourage fuller participation by small business neerns in soundly expa 


through Government insurance for United States exports 


Be ii enacted OY the Senate and House of Re presentatives of the l nited States of 
America in Congress assembled, That the Export-Import Bank of Washington is 
authorized through a Foreign Trade Insurance Division, which is hereby created 
as a division within such bank, subject to the direction and control of such bank 
to insure and reinsure either directly or in participation with other insurers, 
payment of moneys due United States residents or partnerships or corporations 
organized under the laws of the United States or of any State, Territory, or pos- 
session from foreign debtors for the export sale of goods (ineluding services and 
charges related thereto) to such foreign debtors 

Sec. 2. There is authorized to be appropriated, out of any moneys in the 
Treasury not otherwise appropriated, a sum not to exceed $300,000 for the 
administrative expenses of such Foreign Trade Insurance Division 

Sec. 3. In addition to the regular capital stock of the Export-Import Bank of 
Washington authorized under the Export-Import Bank Aet of 1945, as amended, 
the said bank shall have an insurance capital stock of $100,000,000 subscribed 
by the United States. The funds derived from such insurance capital stock 
shall be used solely to finance the insurance operations of the Foreign Trade 
Insurance Division Such insurance capital stock sl be subject to call at any 
time in whole or in part by the Board of Directors of the bank. For the purpose 
of making payments of such insurance capital stock, the Secretary of the ‘Treasury 
is authorized to use as a publie-debt transaction the proceeds of any securities 
hereafter issued under the Second Liberty Bond Act, as amended, and the purposes 
for which securities may be issued under that Act are extended to include such 
purchase. Payment under this section of the subscription of the United States 
to the bank and repayments thereof shall be treated as public-debt transactions 
of the United States. Certificates evidencing stock ownership shall be issued by 
the bank to the President of the United States or to such other person or persons 
as he may designate from time to time, to the extent of the payments made for 
the insurance capital stock or the bank under this section 

Sec. 4. (a) It is the policy of Congress that the insured policyholder shall 
retain a substantial interest in the discharge by his foreign customer of the terms 
of the contract of sale. In insuring or reinsuring against the risk of nonpayment 
for any reason other than the imposition by a foreign government of exchange 
block or other regulation preventing the foreign purchaser from securing dollar 
exchange to pay his obligation, the insurance written by the Export-Import Bank 
of Washington shall not extend to more than 90 per centum of the total contract 
price. 

(b) In insuring or reinsuring against the risk of nonpayment by reason of the 
imposition by a foreign government of exchange block or other exchange control 
preventing the foreign purchaser from transferring funds to the United States 
to make the payment due, the insurance written by the Export-Import Bank of 
Washington may extend to 100 per centum of the total contract price. 

(c) As used in this section ‘“‘contract price’’ shall include any insurance, freight, 
or other charge paid or to be paid by the exporter, and charges for services 
furnished by the exporter as an incident of the export sale. 

Sec. 5. The total value outstanding at any one time of insurance issued by 
the Export-Import Bank of Washington as authorized under this Act shall not 
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domestic (including monopolistic and restrictive trade practices) which inhibit 
such investment, trade, and commerce. and te provide neent es for s S 


ment, trade, and commerce. 


MEMBERSHIP OF THE COMMISS 


Sec. 3. (a) NUMBER AND APPOINTMEN he Commissi shall be composed 
of fourteen members as follows 


1) Ten appointed by the President of the United States, four 








executive branch of the 1 six from p ‘ fé 
2) Two Members of ' | oc aacad seal 
3) Two Members o Repres i iDpo | 
Speaker 
b) PourricaL AFFILIATION Of each class of member t more tha a 
shall be from each of the two major political part 
c) VACANCIES Any vacaneyv in the Commission sha ot affect its powers 
but shall be filled in the same manner \ cl nal appoimtn 
was mad 
ORC NIZ IN OF rt ( MIMI 1 
SK t+. The Commission shall ¢ t a Chairman anda \ Chairman ft 
among its members 
tC OR 1 
SK¢ 5 t member I e Commis ) sha run 
COMPENSATION OF MEMBERS OF THI {MISSI 


Sec. 6. (a) MEMBERS OF CONGRESS Members of Congr who are membe 


of the Commission shall serve without Compensatiotr addition to that reece 
for their services as Members of ¢ ongress; Dut they na be relmbursed for tray 
subsistence, and other necessary expenses incurred | t nin the performance 


of the duties vested in the Commission 
b) MEMBERS FROM THE EXECUTIVE BRANCH The members of the Comn 
sion who are 1n the executive branch of the Government shall each reeeive the 


compensation which he would receive if he were not a member of the Commissio 

plus such additional compensatior il any, as necessal to make Nis aggregate 
salarv $12,500; and they shall be reimbursed for trave subsistence, and othe 
necessary expenses incurred by them in the performance of the duties vested ir 


the Commission 
c) MEMBERS FROM Private Lirt The members from private life shall eael 


receive $50 per diem when engaged in the performance of duties vested in the 
Commission, plus reimbursement for travel, subsistence ind other necessar 
expenses incurred by them in the performance of such dutic 


STAFF OF THE COMMISSION 


Sec. 7. The Commission shall have the 


tion of such personnel as it deems advisabl 





thout regard to the 


the civil-service laws and the Classification Act of 1949, as amended 


CERTAIN LAWS INAPPLICABLI rO COMMISSION AND ITS STAFI 


Sec. 8. The service of any person as a member of the Commission, the service 
of any other person with the Commission, and the employment of any person by 
the Commission, shall not be considered as service or employment bringing sue] 
person within the provisions of sections 281, 283, or 284 of title 18 of the United 
States Code, or of any other Federal law imposing restrictions, requirements, or 
penalties in relation to the employment of ; 
or the payment or receipt of compensation in connection with 
ceeding, or matter involving the United States 


persons, the performance of services, 





EXPENSES OF THE ¢ MMISSION 


Sec. 9. There is hereby authorized to be appropriated, out of any money in the 
Treasury not otherwise appropriated, so much as may be necessary to carry out 
the provisions of this Act. 
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POWERS OF THE COMMISSION 


Sec. 10. (a) COMMITTEES The Commission may create such committees of its 

embers with such powers and duties as may be delegated thereto. 

b) HEARINGS AND SESSIONS The Commission, or anv committee thereof, 
nay, for the purpose of carrying out the provisions of this Act, hold such hearings 
and sit and act at such times and places, and take such testimony, as the Com- 
mission or such committee may deem advisable Any member of the Commission 


ay administer oaths of affirmations to witnesses appearing before the Commission 
OT re fe re a \ committee the reof 

C) OBTAINING OFFICIAL Data The Commission, or any committee thereof, is 
authorized to secure directly from any executive department, bureau, agency, 
board, commission, office, independent establishment, or instrumentality informa- 
tio iggestions, estimates, and statisties for the purpose of this Act; and each 
such department, bureau, ageney, board, commission, office, establishment, or 
instrumentality is authorized and directed to furnish such information, suggestions, 
estimates, and statistics directly to the Commission, or anv committee thereof 
ipon request made by the Chairman or Vice Chairman of the Commission or of 
the committee concerned 

| BPENA POWER The Commission, or any committee thereof, shall have 
power to require by subpena or otherwise the attendance of witnesses and the 


production of books papers and documents: to administer oaths: to take testi 





mony; to have printing and binding done; and to make such expenditures as it 
deems advisable within the amount appropriated therefor Subpenas shall be 
issued under the signature of the Chairman or Vice Chairman of the Commission 
or committee and shall be served by any person designated by them The pro- 
visions of sections 102 to 104, inclusive, of the Revised Statutes (U.S. C., title 2, 
sees. 192-194), shall apply in the case of any failure of witness to comply 
with any subpena or to testify when summoned under authority of this section 


EXPIRATION OF COMMISSION 


Ec. 11. The Commission shall cease to exist on June 30, 1955 


H. R. 4465 
Ir troduced by Nir Wolcott April 2, 1953 
AN ACT To amend the Export-Import Bank Act of 1945, as amence 
Be it enacted by the Senate and House of Representatives of the United States of 


Imerica in Congress assembled, That section 2 of the Export-Import Bank Act 
of 1945, as amended, is hereby amended by inserting the following as subsection 


1) The Export-Import Bank of Washington is further authorized, in 
the manner and to the extent herein specified, to provide insurance in an aggre 
ate amount not in excess of $100,.000,000 outstanding at any one time for tl 


ie 





benefit of citizens of the United States, including corporations, partnerships, and 
associations organized and existing under the laws of the United States or any 
State, district, Territory, or possession thereof, against the risks of loss of or 
to tangible personal property of United States origin which is exported 
from the United States in commercial intercourse and is located in any friendly 
foreign country, to the extent that such loss or damage results from hostile or 
warlike action in time of peace or war, including civil war, revolution, rebellion, 
insurrection, or civil strife arising therefrom, or from an order of any government 
or public authority confi 
and to the extent that sucl 





‘ating, expr priating or requisitioning such property 
i property is owned in whole or in part by the assured 
or constitutes security for financial obligations owed to the assured. 

v be provided pursuant to this subsection only to the extent 
that it cannot be obtained on reasonable terms and conditions from companies 
authorized to do an insurance business in any State of the United States and to 








the extent that it cannot be obtained from any agency of the United States Gov- 
ernment providing marine or air War-risk insurance, 


3) In providing insurance pursuant to this subsection, the Bank may reinsure 
whole or in part any company authorized to do an insurance business in any 
of the United States or may employ any such company or group of com- 


panies to act as its underwriting agent in the issuance of such insurance and the 
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V. DePARTMENT OF STATI 
COMMERCIA TREATIES 
1. Greneral assurance 


The mandate of section 516 (d) with respect to commercial treaties 
refers to the executive branch program of negotiating modern trea- 
ties of friendship, commerce, and navigation containing provisions to 
assure the security of economic enterprises operating m foreign coun- 
tries In general, these treaties secure for United States investors 
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assurances of nondiscriminatory, reasonable, fair, and equitable treat- 
ment no less favorable than that accorded nationals of the foreign 
country or of third countries. Such assurances include reasonable 
freedom to operate, control, and manage enterprises; prompt, ade- 
quate, and effective compensation in the event of expropriation of the 
investor’s property; the withdrawal of earnings and_ reasonable 
amounts of the principal of an investment; absence of tax discrimina- 
tion against foreign investors; and other assurances important to the 
private investor. 

2 Recent negotiations 

During the past vear the Department of State has carried on 
FCN ? areeh negotiations with several countries, particularly India, 
Egypt, and Japan. <A treaty was signed on April 2, 1953, with Japan, 
and the negotiations with the other two countries Kevpt and India 
give promise of early results. During the summer of 1952 the Chief 
of State Department's Economic Treaties Branch visited India 
and Japan to assist our Embassy offices in their negotiations with 
representatives of these two countries. At the same time, preliminary 
discussions have taken place with several other countries, including 
Eeuador, Pakistan, Haiti, Afghanistan, Peru, and Turkey. In addi- 
tion formal negotiations are under way with Australia and are 
scheduled to commence with Paraguay in the near future. 

In addition, modern FCN treaties are in effect with the Republic of 
China (1946), Ireland (1950), and Italy 1948) A treaty concluded 
with Uruguay in 1949, which received the United States Senate’s 
consent to ratification in 1950, is awaiting action by the Uruguayan 
Legislature authorizing ratification by that country. This treaty 
is considered the model in the field 
oe. Hearings before Senate Foreign Relations Committee 

In May 1952, during the second session of the 82d Congress, hear- 
ings were held before a subcommittee of the Senate Foreign Relations 
Committee concerning the ratification of six FCN treaties previously 
signed—with Colombia, Denmark, Greece, Israel, Ethiopia, and a 


supplementary agreement with Italy. (The latter brings the 1948 
treaty up to date, particularly the provisions relating g to the encourage- 
ment of private capital investment.) At the hearings it developed 


that there was sentiment adverse to continuance of the long-standing 
treaty policy of according national treatment with respect to the 
practice of professions, which was embodied in the provisions of 
several of the treaties before the Senate. (The provision in question 
provides that ‘‘nationals of either party shall not be barred from prac- 
tising the professions within the territories of the other party merely 
by reason of their alienage; but they shall be permitted to engage in 
professional activities therein upon compliance with the requirements 
regarding qualifications, residence, and competence that are applicable 
to nationals of such other party.”’) The committee did not make a 
final decision on the policy in question and accordingly the treaties 
and supplementary agreement were passed over to the present session 
of the 88d Congress. 

3 The initials “FCN” will henceforth be used in reference to recent treaties variously entitled treaties 


of ‘Friendship, Commerce, and Navigation,”’ ‘Friendship, Commerce, and Economic Development,’ 
or ‘Amity and Economic Relations.” 
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\ In petus of treatie s on future negotiations 


The impetus which resulted from the conclusion of six treaties in 
1951 has stimulated the program of FCN treaty negotiations, although 
the delay in the Senate’s advice and consent to their ratification has 
retarded the functioning of the program. The Department has pur- 
posely concentrated attention upon certain countries, where the sue- 
cessful conclusion of a treaty might have considerable influence upon 
other countries in the area. The signing of an FCN treaty with 
India, for example, should provide a significant stimulus for the treaty 
program elsewhere in Asia; likewise, an Egyptian treaty should affect 
the 1 CEDTIVItY of the other Arab countries to treaty pr yposals, 


J 


5. | tablishing the proper climate 

(n FCN treaty is an important element in establishing the proper 
“climate” abroad for United States private investment. This is the 
basis of its emphasis in section 516 (d) of the Mutual Securitv Act. 
Not only is it a public pronouncement of policy toward United States 
investors, but also a legal basis for business and commercial relations 
between the two countries. In some cases the treaty is little more than 
a formal expression of existing policies, which, nevertheless, provides 
assurances against adverse changes over a long period. However, in 
other cases, the treaty negotiations are resulting in substantial changes 
in foreign legislation and administrative practices designed to attract 
foreign capital. 


6, Limitations 


There are limitations upon what can be accomplished through 
treaties of this kind. Many of the important impediments to the 
international flow of private capital are outside the control of particular 
countries, or are inherent in the factors of distance, lack of knowledge, 
and competitive conditions in third countries such as the United 
States and Canada, or are otherwise not amenable to treatment 
through the treaty process. Recent events in Bolivia and Iran, for 
example, tend to deter foreign investment generally—particularly 
elsewhere in South America and the Middle East. However, the 
Department of State states that it will press forward with its FCN 
treaty program, and will stress its importance in the context of United 
States foreign economic-development objectives. In countries where 
we are extending economic or technical assistance, either in the form 
of grants or loans, the objectives of the treaty program will be related 
to the objectives of the assistance in terns of overall United States 
policy interests. More specifically, United States economic or 
technical-assistance missions, where they exist, will be utilized to the 
maximum extent feasible in furthering the treaty program. 


rn 


7. ae mporary arrangements 

Section 516 (d) refers also to “‘temporary arrangements’’, where more 
suitable or expeditious. So far the Department of State has not 
entered into such arrangements. As viewed by the Department, 
this effort is primarily important in terms of its long-run effects, 
where progress must be based upon a genuine desire on the part of the 
foreign country for increased foreign investment. Hence, temporary 
arrangements can be misleading, and are to be considered with 
caution. Moreover, it is precisely the provisions for encouraging 
and facilitating the flow of private investment that usually cause the 
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most difficulty in treaty negotiations. These provisions are nonethe- 
less considered as the most significant sections of the FCN treaties, 
and in at least one case negotiations are now proceeding on the 
basis of agreement to delete certain important articles not relating 
directly to investment because disagreement on them threatened to 
stalement a treaty otherwise considered very desirable. Thus, the 
possibility of treaties or other arrangements limited to the investment 
and related provisions is by no means precluded at the present time. 
8. Field instructions 

The Department of State has recently instructed all of its diplomatic 
missions abroad (except those in the U.S. S. R. and its satellites) to 
reexamine, jomtly with TCA and MSA missions, the possibility of 
concluding an FCN treaty with the country in which they are located. 
The instruction asks the missions to discuss the matter informally with 
appropriate Government officials and local businessmen, stressing the 
importance of encouraging foreign private investment and of offering 


reasonable assurances to investors such as those normally contained 
in FCN treaties. 


B. DEPARTMENT OF COMMERCE STUDY 


It should be noted that section 516 (d) requests the Department of 
State to take into account the study and recommendations of the 
Department of Commerce pursuant to section 516 (ec). This study 
has not vet been completed. (A discussion of the project will be 
found on pp. 51-53.) The Department of State states that it intends to 
vive that study the careful attention and consideration that it deserves, 
and will take its recommendations into account in connection with 
the treaty program discussed above. The Department of State was 
consulted with respect. to the organization of the study, and later 
detailed an officer temporarily to the Department of Commerce to 
work on certain sections of the report The Department has also 
supplied material on specific subjects as requested by Commerce, 
and is reviewing many sections of the report, particularly the series 
of country studies. 

Cc. ACCOMPLISHMENTS 


Favorable measures have been taken by certain countries to stimu- 
late foreign investment. Some of them have resulted from the FCN 
bilateral agreements and some, undoubtedly spurred on by the impact 
which such a treaty in one country has upon the general area, have 
been taken unilaterally by the countries themselves. Illustrative are 
the following: 


1. Re public of China 

In November 1946 a treaty of friendship, commerce, and navigation 
was signed with the United States by the Chinese Nationalist Govern- 
ment and entered into force 2 vears later. On June 25, 1952, an ex- 
change of notes took place under the MSA investment guarantee 
program whereby American investors can be guaranteed against risks 
of loss resulting from inconvertibility of local currency earnings end 
from nationalization or expropriation. In October 1952, the Govern- 
ment on Formosa took measures to encourage foreign investment. im 
productive enterprise by regulating the importation of capital goods 
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and raw materials for new industries, and offering guaranties for the 
remittance of profits and amortization of capital 


, 


a ( volombia 


In the course of the past 3 vears the Colombian Government has 
taken a series of steps to encourage foreign private investments with 
striking results. Foreign investments have increased not only in the 
field of extractive industries but most notably in manufacturing and 
other fields as well. The first of these measures was the promulgation 
of a decree in November 1950 amending petroleum laws and removing 
obstacles to further exploratory activities of foreign oil companies 
On March 6, 1951 a census of foreign capital investments was initiated 
Lo enable all foreign investors to clarify and establish the legality of 
their capital importations. In the following month of April a treaty 
of friendship, commerce, and navigation was signed with the United 
States (not yet in force). In the period August 3, 1951, through 
July 13, 1952, various laws and decrees were issued clarifying and 
liberalizing foreign-exchange restrictions to encourage foreign invest- 
ment. In March of this year, a decree was issued to encourage invest 
ment in power development 
5 liqupt 

With the advent of the new Egyptian Government, a rapid series of 
measures and policy proclamations was introduced reversing previous 
trends and promising a more favorable climate to foreign investment 
To correct one of the most unsatisfactory legal provisions for foreign 
enterprise, a decree was promulgated on August 4, 1952, amending 
Egyptian company law by reducing the minimum Egyptian participa- 
tion required in joint-stock companies from 51 to 49 percent, and there 
is now under consideration a draft decree which if promulgated would 
reduce this requirement still further to 40 percent. This was followed 
up in February 1953 by a second decree eliminating an old provision 
that oil and mineral leases could be granted only to Egyptian com- 
panies. And it was reported in March that a set of regulations has 
been approved providing for the orderly repatriation of profits and 
capital of foreign enterprises. Negotiations are currently in progress 
with the United States on a treaty of friendship, commerce, and 
navigation. 

,. Ethiopia 

In July 1950 the Government of Ethiopia issued a statement of 
policy setting forth that new enterprise would be free from profits tax 
for 5 years, that necessary machinery imports would be free from 
customs duties, and that generally the Government would not require 
participation of Ethiopian capital in new enterprises, although it 
would require such participation in special cases. To further en- 
courage the expansion of old and the establishment of new enterprises, 
both industrial and agricultural, there was established in March 1951, 
with assistance of the International Bank for Reconstruction and 
Development, the Development Bank of Ethiopia. And in September 
of the same vear a treaty of amity and economic relations was signed 
with the United States. (This treaty, the first of its kind, is an 
abridged version of the standard FCN treaty, developed with specific 
reference to the requirements of Ethiopia. It is not vet in force.) 
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a. Japan 


Having regained its full sovereignty the Government of Japan has 
continued to encourage private foreign participation in its economic 
development. In particular, it resumed service on its prewar debts 
to American and British investors durirg 1952. In September a new 
law was enacted liberalizing regulations on the repatriation of capital 
and switching of investments, and providing protection of foreign 
investors in new security issues affecting equity rights. An FCN 
treaty was signed with Japan on April 2, 1953, and is awaiting 
ratification, 


fy Israel 


From the beginning the Government of Israel pursued policies to 
encourage the establishment of private enterprise, and gave early 
recognition to the Importance of toreign private parti Ipation in the 
development of its economy, In mid-1949 investors were granted a 
number of tax reliefs and other facilities incorporated in the law for 
the encouragement of capital investments enacted the following 
\pril. This law among other things established an investment cente! 
to encourage and expedite approved investment, foreign as well as 


I 
local, in Priority fiel ol 


elds development It also provided certain 
privileges and benefits to such investments, relating to transfer of 
dividends, profits, and interest into foreign exchange, relief from cer 
tain taxes and excises, and other inducements to investment. These 
measures were followed by the signature on August 23, 1951, of a 
treats of friendship, commerce, and navigation not vet in effect), 
and later by an agreement with the United States under the invest- 


ment guaranty program whereby MSA can guarantee American 
investors against risks of loss from expropriation and the inconverti 
bilitv of local currency earnings. In August 1952 a law was passed 


for the purpose of promoting petroleum development, open to pat 
ticipation by foreign enterprise, as well as local 


7. The Netherlands 


Recognizing shortly after the war the need for attracting foreign 
private capital and other resources to participate in revamping and 
modernizing its industries and in establishing new enterprise, a special 
section was established in the Directorate-General for Industrialization 
to act as central point of contact with the Government for foreign 
enterprise. Parallel to this, and established at the instigation of the 
Ministry of Economies, is a private organization, the Institute for 
Netherlands-American Industrial Cooperation, which has a branch 
office in New York Together thes agVenNncles have been highly Ssuc- 
cessful in encouraging the establishment of more favorable laws to 
foreign Investment, in cutting redtape and expediting license approvals 
to establish new businesses, preparing basic surveys on investment 
opportunities and in gaining the attention and consideration of these 


opportunities by the American business community. The Nether- 
lands has never defaulted on its dollar bonds; in fact, it marketed a 
$20,000,000 issue in 1947 on which it has maintained full service \ 


treaty for the avoidance of double taxation is in effect between the 
Netherlands and the United States, as is an agreement under the 
investment guaranty program. The Netherlands has expressed inter- 
est in a friendship, commerce, and navigation treaty; however, nego- 
tiations have not vet begun. 
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8. Pakistan 
Since its inception the Pakistan Government has steadily pursued 
a policy of encouragement to the establishment of private industry, 


foreign ~~ local. An industrial finance corporation has been estab- 
lished to provide low-interest loans to expand existing industry and 


an stent en development corporation is organized to participate 
With private capital where desired as an incentive to the establish- 
ment of new industries of importance in the development of the 
economy It has also established a research institute to assist pri- 
vate enterprise in its operations. Among other things it has reduced 
import duties on capital equipment and given concessions in the matter 
of depreciation for the purpose of tax reduction. It pursues a pro- 
tective tariff policy with regard to new and nascent industries 


9. Southern Rhode 


The Government of Southern Rhodesia is activels interested in 
attracting investors, and foreign ent rprise ge nerally enjovs the same 


benefits, rights, and privileges as local enterprise. Foreign capital 
accepted for approved investment can be repatriated, if desired, 
gethet with any bona fide ( ipital aecretion aecl ied | ritimate 


profits, dividends, and interest from all types of dollar investment are 
automatically remittable vithout, limitation Chere are no restric 
tions on Management o1 direct ip of an enterpris The Govern- 
ment stands ready to give aie aad encouragement and, in certain 


cases, assistance through Suspension of the customs tariff, but funda 


mentally it believes in creating the basic favorable conditions, leaving 
the rest to private enterprise and initia For instance, not with 
the object of displacing private enterprise, but for the purpose of 
lay Nn the basis for encoura ring and inereasine the rane and n im! I 
of fabricating concerns by private enterprise, the State undertook to 
dl velop ron and steel production To promote the textile industry 
an experimental cotton mill was establ shed In these cases the State 
has been prey] ared not only to sell its prod iets to private enterpri 


but also to admit priv ate cap tal to partner ship even to st lI the enter- 
prise to private interests after the feasibility of the project has been 
proved Through public policy pronouncements, printing and dis 
semination of attractive brochures on opportunities for investment in 
Southern Rhodesia, and other means, the Government has tried to 
make abundantly clear that foreign (and especially American) par- 
Licipation is welcome in the development of its growing economy 


10. Peru 


Beginning in 1949, the new —s rnment of Peru initiated an ener 


getic policy of encouragement to private foreign and local enterpri 

Changes in fise al and monetary poli ies were introduced to stabilize the 
currency \ “hands off” policy tow: rd private business was pro- 
claimed and has been oa le ina nted since. An “open door’ policy was 


presented to foreign ente rprise, W ith particularly strong incentives to 
the development of Peru’s natural resources by the promulgation of a 
new mining code in May 1950 and by the enactment of a new petro- 
ieum law which went into operation in October of last vear. soth 
have proved highly successful in attracting new foreign investments. 
Since the end of 1951 a series of tariff measures have also been intro- 
duced to encourage investment in new industries. Negotiations with 


"He 
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the Foreign Bondholders Protective Council for the readjustment of 
service on Peruvian dollar bonds resulted in a formal offer to bond- 
holders in January 1953 
11. Turkey 

In mid-1951 a law was passed by the Turkish Parliament to promote 
foreign capital investments, which amon r other things cuaranteed the 
export of annual profits, interest, and dividends up to 10 percent of 
the capital invested, set forth provisions on the withdrawal of capital, 
and simplified procedures for establishing a business. Since then the 
Turkish Government has moved steadily in the direction of encourag- 
ing private enterprise and hown crowing recognition of the Importance 


of foreign private participation in the development of its economy 
1° 1 


Under the Sponsorship « he International Bank, an industrial de- 
velopment bank was established to encourage private industrial 
di Velopment and maividuar security. own rship And in November 
L952 iu decree Was prom ited announciag thi desire Ol the (10V- 


ernment to push the development and exploitation of its oil resources 


by uti Ze" foreiei technical advice and « uragcm he participa- 
tion of lore ft eapita An vreement with thre i ea states has 
been concluded under th lvestment and eg rant rogram, cover- 
ine the ‘ISI, O1 ) Tt bil to con I local Clll \ *ariil 7S 


° 1 
rito dollars, 


EZ: Ve lie uela 


Foreign enterprise enjoys a favorable climate for investment in 
Venezuela; generally speaking, it has the same benefits, rights, and 
privileges as local enterprise. The Venezuelan Constitution provides 
that property or rights may only be expropriated in the public or social 
interest, with prior Indemnity and due legal hearings For over a 
decade the Government has found it unnecessary to resor O Testric- 
tions on tie transfer of { as ro T Le ¢ pment ¢ | ol iti 
and mineral resources has gone forward ler progressive laws amc 
regulations. Governmen upervision over business operations has 
been at a minimum. ‘To further the objective of creating a diversifi- 


¢ yoy? 


cation of industry, thus reducing the count 


s S cdependen»hce on oil, the 

Government grants additional protection to national Maustry D\ the 

; ; m ; : 

1mMposition ol higher dutv rates on certain commodities and by the 
: WT 


exoneration of import duties on mstallations, equipment and raw 
materials in the establishment of new local industries. 


VI. Mutvau Security AGency (MSA 


A. REQUIREMENTS OF SECTION 516 (B 


Through the MSA investment guaranty program, the United 
States Government oifers, for a fee, a form of ltusurance protection 
to new American wvestments abroad against the risks of curreiiey 
inconvertibility and loss through coniiscation or expropriation 
Protection agaist currency inconvertibility was authorized by the 


Economic Cooperation Act of 1948 Protection against confiscation 
and expropriation Was authorized by the Keonomic Cooperation Act 
of 1950 and made available in June 1951. All of the countries for 


which aid is authorized by the Mutual Security Act of 1951, as 
amended, are eligible to participate in the program 
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Section 516 (b) of the act stresses the importance of a greater 
participation by private capital in the investment guaranty program. 
This responsibility is placed in the Mutual Security Agency. It is 
obviously impossible to compel (American pOusiness to participate in 
the guaranty program. But it is the job of MSA to develop broad 
criteria, to render the requirements less onerous—in short, to make it 
as casy as possible to get a guaranty, consistent with the purpose and 


objectives of the particular country’s Mutual Security Program It 
will be noted that section 516 ly requires the \lutual Security \ceney 
to cooperate with private busimess rroups to the fullest extent possible 
in thi whol proce 
B. INDUSTRIAL GUARANTIES ISSUED 
through Miareh 1, 1953, a total of 46 industrial Inranties m 


18.248 had been issued under section 111 (b) (3) 


the amount of $39,6 
of the Economie ¢ ‘oope ration Act of 1948, as amended, for investment 
In Kuropean countries and Turkey Of these, 43 guaranties in the 
amount of $38,044,017 covered the risk of inconvertibility of foreign 
currency receipts (including 2 forward contracting guaranties in the 
amount of $1,504,000) and 3 guaranties in the amount of $1,574,231 
covered the risk of loss through expropriation or confiscation \s of 
Mareh 31, 1953, there were pending 52 completed applications for 
convertibility guaranties in the approximate amount of $41,000,000 
and 21 applications for expropriation guaranties in the approximate 
amount of $17,000,000. Guaranties have been issued to protect new 
investments in a variety of manufacturing industries in England, 
France, the Netherlands, Germany, Italy, and Turkey; in two con- 
struction engineering firms in France, an agricultural project in Italy, 
and a pharmaceutical plant in Turkey. No disbursements have been 
made pursuant to contracts issued and through March 1953 fees in 
the amount of $700,000 had been received 


( BILATERAI AGREEMENTS 


All the former Marshall-plan countries have agreed, through a 
provision in the ECA bilateral agreements, to participate in the 
guaranty program and, except for Turkey, the United Kingdom, and 
Portugal, all those countries for which there has been any United 
States investor interest in guaranties have given the necessary assur- 
ances with respect to treatment to be accorded currency acquired by 
the United States Government upon the invocation of convertibility 
guaranties and the treatment of claims to which the United States 
Government may become subrogated when expropriation guaranties 
are called upon. This group consists of Austria, Belgium, Denmark, 
France, Germany, Greece, Italy, the Netherlands, and Norway. 
Turkey and the United Kingdom have given the necessary assurances 
with respect to convertibility guaranties only; no assurances have 
been obtained from Portugal, although an agreement is expected to 
be signed by Portugal shortly In addition to the former Marshall 
plan countries listed above, agreements covering both convertibility 
and expropriation guaranties have been concluded with China 
Formosa), Haiti, Israel, the Philippines, and Yugoslavia. Negotia- 
tions are in process with a number of other countries 
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Countries with which agreements for the guaranty program have been signed through 
April 195 
Count i Ki i 

Austria ( rt Italy Convertit 
Belgium 1) The Netherland DD 
China (Formosa ) Norwa D> 
Denmark ) Philipr D 
France ) Purke til 
Germany (Federal Reput ) | te K ) 
Greece ) Yugoslavia ( 
Haiti ) 
Israel 


D. MUTUAL SECURITY AGENCY DESCRIPTIVE RELEASE 


A statement des*ribing the guaranty program and the broadening 
of its program coverage resulting from the Mutual Security Act of 
1952 was prepared and, after clearance by other interested agencies, 
released to the press on June 19, 1952. This release contained a 
statement to the effect that the guaranties staff is prepared to initiate 
negotiations for guaranty agreements with all countries eligible to 
participate in the program but not yet participants, either as investor 
interest developed or as individual countries indicated a desire to 
participate. Asa result of the release, the guaranty program received 
publicity in both general news publications and business publications 
and a considerable number of inquiries were received from prospective 
investors. Interest in the possible guaranty of investment in Latin 
American countries Was particularly prominent. By early September 
1952, some 100 inquiries indicating investor interest in various Latin 
American countries had been received. 


E. LATIN AMERICA 


On the basis of the expressed intent of the Congress that the 
guaranty program should be vigorously prosecuted, and the apparent 
widespread investor interest, discussions were begun with respect to 
initiating negotiations with Latin American countries. A message 
dated October 2, 1952, was sent by the State Department to American 
diplomatic officers in the Latin American capitals deseribing the 
guaranty program and asking for expressions of opinion as to the 
appropriateness of attempting to initiate the program in the several 
countries. Identical memoranda dated October 20, 1952 were given 
by the State Department to the diplomatic representatives in Wash- 
ington of seven countries. These memoranda described the guaranty 
program and asked whether the governments approached would be 
agreeable to entering into discussions looking toward the initiation of 
the program in their countries. Thus far, only one has responded; it 
has opened discussions on the initiation of the program in that country 
The possibility of instituting the program in Mexico was discussed with 
representatives of the Mexican Government who stated that, although 
interested in encouraging United States investment, they did not feel a 
need for the guaranty program; they were also concerned about 
complications raised by provisions of the Mexican Constitution. — Lt 
is apparent, therefore, that extension of the program to Latin America 
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has made but little progress as yet. The first guaranty agreement 
with a Latin American country was signed recently with Haiti, which 
may arouse interest in the program on the part of other governments 
in the area 
F. WEAKNESSES IN EXISTING LAW 

1. Time factors 

Dr. D. A. Fitzgerald, Associate Deputy Director of the Mutual 
Security Agency, in his testimony before the subeommittee pointed 
out two time-factor weaknesses in existing legislation 


At, the present time the a ithoritv to write guaranties exists only through 
June 1954 It usual takes anvwhere fro 6 months to a vear from the time 
of application for a guaranty to its issuance, depending on the progress made in 
rie 4 ve I ents Wi ill be oming up against a 
deadline fairlv soon « our negotiating range unless the Congress sees fit or feels 

p er and appropriate to extend the period during which these guaranties 
Can be ritter The present legislation ikewise provides that the duration of 
the guaranties themselves cannot run beyond pril 2, 1962 In some instances 
we have had Inquiries on the part of investors for more orward coverage some 

have bee wide that it ight be desirable to go as far as 25 vears 
from the date of issuance, rather than put a sy] ific date of April 2, 1962, or any 
other specific date in the legislation 


It has therefore been recommended that these weaknesses should be 
eliminated from the mutual security legislation and that authority 
to write guaranties should be extended beyond the present legislative 
deadline of June 1954. Accordingly, the executive branch recom- 
mends the enactment of section 607 (a), contained in the deaft bill on 
the Mutual Security Program for the fiscal vear 1954, amending 
section 111 (b) (3) of the ECA Act, as follows (amending language 
shown in italics and del ting language shown in bracke Us 


by making nder rules and regulations to be preseribed by the Adminis 

r, guarant * * [which guaranties shall terminate not later than 

fourteen vears from the date of enactment of this Act] which quaranties shall 
joa, & * = "fT Rat 


2. Need for broader cove rage 

The Mutual Security Agency has informed the subcommittee that 
discussions with guaranty applicants have demonstrated the need for 
complete coverage of the risks of war, revolution, and civil disorder. 
Further, MSA has been advised by a number of private individuals 
and groups that the risks of war and revolution are important deter- 
rents, and must be among the insurable risks in an effective system 
against risks peculiar to foreign investment (e. g. MSA Advisory 
Committee on Guaranty Policy chaired by Thomas H. McKittrick, 
senior vice president, Chase National Bank; recommendations to 
TCA by August Maffry, vice president, Irving Trust Co.). To this 
end, section 607 (b) of the draft bill on the Mutual Security Program 
for fiscal year 1954 made available by the executive branch, would 
amend section 111 (b) (3) (v) of the Economic Cooperation Act as 
follows (amending language shown in italics) : 


(v) the guaranty to any person shall be | 


mited to assuring one or both of 
the following: * * * (2) the compensation in United States dollars for !oss 
of all or anv part of the investment in the approved project which shall be 
found by the Administrator to have been lost to such person by reason of 
expropriation or confiscation by action of the government of a participating 
country or by reason of war, revolution, or civil disorder. 


’ 
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It is hoped that the proposed legislative amendment will cure a 
defect in existing law which will offset certain of the more prominent 
foreign risks impeding the flow of American capital abroad. 


G. REMAINING FUNDS FOR NEW USES 


Funds remaining for new uses for the guaranty of investments and 
informational media (excluding applications received for Latin 
American countries for which no funds have been set aside) may be 
estimated at approximately $92,600,000. The statutory authorization 
of $200 million, together with some $700,000 of tees collected under 
the investment guaranty program, constitute the gross amount 
available for guaranties. Presently outstanding liabilities aga nst 
the guaranty fund total $39,300,000 and payments (all under informa- 
tional media guaranties) total $7,600,000, leaving $153,800,000 
uncommitted. Roughly, $61,200,000 (including $8 million for in- 
formational media guaranties) should be earmarked for pending appli- 
cations; some of these may be expected to be dropped, but the total 
amount will probably be maintained by currently developing applica- 
tions. Since the program is not operative in Latin America (except 
Haiti), most prospective investors who have indicated an interest in 
that area have not developed their proposals with the guaranties staff 
to the point of stating the value of the investments contemplated. 
However, it is possible to identify some $35 million of proposed in- 
vestment in Latin America; had MSA accepted applications for 
current processing, it is believed that that figure would be substan- 
tially larger and the amount of funds remaining for new uses corre- 
spondingly reduced. 
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VII. Tecunicat Cooperation ApMINISTRATION (TCA 


A. OVERALL RESPONSIBILITIES 


Greneral objective x of program 


The PCA, under the act for International Development has the 
responsibility for aiding the efforts of the peoples ol economically 
underdeveloped areas to develop their resources and improve their 
working and living conditions by encouraging the exchange of tech- 
nical knowledge and skills and the flow of investment capital. If the 
TCA fulfills its responsibilities, its programs can help to create the 
basic conditions necessary for successful private enterprise and invest 
ment The program has as its objective hot only economic develop 
ment per se, but the improvement of the “human capital” without 
which cvenuine development eannot be brought about or sustained 
The expert assistance and financial contribution to projects in the 
fields of agriculture, health, sanitation, education, housing, transport, 
power, irrigation, communications, and the like, are calculated to 
build the human, social, and economic foundations which should mak 
possibl a higher level of private economic enterprise 
g Responsibilities under section 516 (¢ 

TCA is specifically responsible under section 516 (e) of the Mutual 
Security Act of 1951, as amended, for finding and drawing the atten- 
tion of private enterprise, in cooperation with the Department of 
Commerce and the Mutual Security Agency, to opportunities for 
investment and development in underdeveloped areas; and for seeking 
the participation in its program of private agencies and persons, 
especially private industrial groups, to the greatest extent practicable 


3 Pool ng of resources with 1h partment of Commerce 


TCA and the Department of Commerce have pooled their resources 
to carry out an intensified program consisting of the following thre¢ 
principal parts 

|) The encouragement of conditions favorable to private 
investment, both local and foreign; 
2) The identification of specific opportunities for investment 
and location of interested investors; 
The assembly and dissemination of country background 
necessary to foreign investors 

Missions in the field were instructed to work with the host govern- 
ment, local business groups, and individual businessmen, to accomplish 
these objectives. Each TCA Country Director was instructed to 
appoint a member of his staff to be responsible for the private invest- 
ment phase of international development activities, supplementing the 
work of the economic section of the Embassy or Legation Kor text, 


see appendix 


B. LOCATING OPPORTUNITIES FOR PRIVATE INVESTMENT 


The staff was instructed to help in the reporting of specific oppor- 
tunities for private investment and patent licensing under Foreign 
Service Economic Reporting Circular No. 31 of July 20, 1951 Text 
will be found in appendix The circular prescribes the methods of 
handling requests of private persons and firms desiring to obtain 
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(a) private investment funds from United States sources and (b) license 
to utilize United States patents, trade-marks cOp\ rights, or technical 
knowledge (know-how); or conversely, to convey the rights to their 
own patents or formulas to an interested United States licensee 

The information received is transmitted to the Commercial Intelli- 
gence Branch of the Department of Commerce and 
throughout the United States A conelise account of enc 
and licensing opportunity is published in the Foreign Commerce 
Weekly by the Office of International Trade of the De partment of 
Commerce, and secondary publicizing t 


disseminated 
‘h investment 


akes place through the 42 
regional offices of the Department The regional field offices also 
contact private individuals and business firms in the United States 
who are potential foreign investors, licensors or licensees 

Types of opportunities to be re ported covel 

Investing in new plants abroad; full or partial purchases of new 
foreign enterprises such as plants, utilities, mines, plantations, et 
existing or projected, incorporated or unimeorporated ; 

Licensing to foreign firms of American-owned patents, trade- 
marks, secret formulas or copyrights, with or without a share in 
management by the American owners; 

Licensing to United States firms of foreign-owned patents, 
trade-marks, formulas or copyrights; 

Supplying American know-how regarding industrial processes 
and techniques, as distinet from the grant of patent rights. This 
may involve the hiring of American engineers and technicians, 
for long or short periods; it frequently is tied in with the purchase 
of American machinery and equipment. Many American proc- 
esses are hot pati nted abroad, their protection being assured by 
the experience, skill and special equipment of the manufacturer 

To supplement Foreign Service Economic Reporting Circular 31 and 
to emphasize the special responsibilities of TCA in the area of private 
investment, the Agency issued its own instructions in the form of a 
circular airgram, dated October 25, 1952. The circular airgram is 
reproduced in the wuppendix 

TCA missions were instructed to report all background information 
which would be valuable to United States agencies in Washington 
and to private businessmen in connection with the investment program, 
and to explore all means of furthering private enterprise through 
jointly agreed technical assistanc projects Special regard was to 
be given to projects of long-range importance designed to facilitate 
private investment through advice im such fields as government 


‘ 


fiscal policies and administration, mining and corporation laws, ete 


and through advice and possibly jOInt action with re spect to im prove- 


ment of credit facilities and establishment and strengthening of 
institutions directed at channeling privat capital into appl rved 
development enterprises. 

Even though the conditions at the outset in a given country offer 
little hope for early results, the missions were instructed that the 
program should nonetheless be carried forward in an effort to amelio- 
rate present unfavorable conditions 
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The responses from the missions to the circular airgram on private 


Investment 


pro 


era 


TCA 


in 


countries are of mixed character. A 


few indicate understanding and enthusiasm for the program, a larger 
number that litthe more than what is already being done is possible 


under existing conditions, an 
and clarification This proje 
stages of development It wi 


in the fi 
particul 


| 
oD 


Hs and rie eds 


RVICI 


| some the need for further discussion 
of course, only in the ay TInning 
ll require the continued joint attention 


ct 


‘A and other interested agencies in Washington and of missions 
ld in the process of developing the program so as to meet the 


of individual countries. 


rO BUSINESS PROJEC'! 


nited State private foreign investment 


Departmen 


en tance ’ ommer 
1) ( serves of investment ouicle 3 - to extend investment 
: es b members of the staff of Ofh of Int lalio I 
()]'] ( » Prepare ra census ol United Sta [ 
broogd 
| ) VESTM ) ) 
ISA r nty p m, which had been limite 
i¢ t a ty 1( | oO i!] ( »! ity gS ¢o ( | ' 
ls Prox It was implemented in a TCA area 
{ hen | el cluded negotiations for th eran 
X ) 1?) ! ( 3S } ( ( held 
Asia and Lat \ 
' yor} \ } ie ( t 1'( \ ( ? 
( 1*¢ \ ) ) { i! ms ind recomnn | IS 
) ' lil D1 ii ! 
! to I 5 } 
ik s | { ( } Vial hnvestme 
) Ol} RIN \ Mis 
ppo i I st} ilation oO} pt \ ( ( ipital 
i 4 field ( mY strial le velopment Althou i) othe 
veri ! il resoure and transportation also 
( ties 10 » i capital nvestment, they ar not 
ractive for such investment TCA activities in this area 
plarnin di Carrvih oul 
| | | | opment pro {ts app opriate ‘or inclusion in 
ilar program « technical cooperation financed jointly by the 
{ sta es and thi 1OS overnment 
Pro = oO stimulate the investment of local 
tal dustrial d opment 
P ete sioned to stimula the investment of foreign 
te capital (especially United States capital) in industrial 
clopment 
ited b mw 
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P Productivity centers 

In response to requests, the Institute of Inter-American Affairs 
(ITAA) has participated in organizing national productivity improve- 
ment centers in Chile, Brazil, and El Salvador, while similar pro- 
grams are under consideration in Uruguay, Colombia, and other 
countries. The overall objec tives for thes jointly managed coopera- 
tive services in the field of industrial methods will be to provide 
medium and small industries with a practical grasp of efficient basic 
techniques of industrial operation adapted to their particular needs 
(The cooperative SETVICE called a servicio in Latin America sa 
device for the joint conduct of technical cooperation programs which 
is used by TCA in many countries and program fields Essentially, 
the cooperative service Is an agency established by the host vrovern- 
ment under an agreement with the United States which is jointly 
managed by United States and host government tech 


I | 
financed by contributions from hoth rovernments oT 


uclans ana 
1 program 
is intended fo mecreass production and lowel Costs, through bett I 
utilization of available manufacturing equipment, existing raw mate 


rials, and present labor fore Technical assistance activities will 
deal primarily with fundamental engineering techniques associated 
with effective productivits p oduction plannit ¢ and control systems, 
plant lavout, materials handling, methods engineering, process 
methods, personnel practices, and labor-management relations ()ver 
2 long pe riod the benefits to each country in thi Cron ral use of eflicient 


production proce oubtedly be of very reat consequence 
to the livine stand: ls of the peopl 
Similar projects are now under con ration for Asia. the Near 


Kast, and Af i 
Latin A 


A number of Latin American countries neluding Colon \ 
Panama, th Dominican N pubilc, ana Kl Salvador have requested 
assistance il thre developm nt of small Maustt . N W Hnaustl s 
would provide hot oul Mmptovinent, but a mo balane ad CCcOnOomy 
and ah OPpPorcunit to obtain exchanger for the purchase ) apital 
items and raw nraterials. The Institute is now making arrangements 
with several privat industrial and investment firms to undertak pre- 
liminary suveys in several of the Latin American countries which 
have requested this technical aid thro ih Iembas chann 


3. South and southeast Asia and industrial development 

TCA countries in south and southeast Asia are receiving help in 
urban and industrial development TCA has cooper rated with Paki- 
stan by providing technical assistance m the development ol small 
industry. In Indonesia detailed studies are being made on railway 
and harbor Improvement, mechanical industries, and machine shop 
production, chemical industry, power and communications develop- 
ment During fiscal vear 1953, 30 Indian trainees have been studv- 
ing at American schools and laboratories in the effort to assst in 
India’s technological growth by creating a body of skilled managers 
and technicians. In India, the Damodar Valley project has the 
service of a TCA small industries adviser Jurma is being helped 
to complete its plans for the development of the teak industry, food 
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processing textile and cordage imdustries, bamboo, paper, jute, 
ramics Viass refined minerals and chemical prod wtion These 
re b a sampling ol proyects underway in the area ol industrial 
development 


Lat } Amer Cd and flow of capital 


It has been propose { to undertake a small program of technical 

i tanee Tor inercasing private investment in Latin Amertea This 
attempts to deal d rectly with certain factors retarding the 

flow of investment capital Q)ne is thie lack Ot experience al d know 
how om thre part of Latin American INGuUStry in the preparation. ol 


lequately documented prospectuses upot which American investors 


rely in confidencs (nother ts inadequate machinery for bringing 
ovethe vestment Opp riubhities wl ich now eXIst il Latin America 
tI potential sources of investment funds within this country The 


pre posal ntten pts specitically to meet such problems tks thes ohn an 
xperimental basis, utilizing methods and personnel suggested by 


vestinent authorities \\ thy \ hom thes« problems Were di cussed 
Asia Development Service 


I hie \sin LD velopment Service of TCA Is also StUadVIng thie Poss 
nlitv of entering into contract with an established investment house 

» undertake studies of investment possibilities im certain undet 
developed: COUNTIES, provided such a service Is belt ved to be useful 
rn thre The ld and if a request for suc I) SeCrVICe IS received irom the host 


roverhnment 


F PROMOTING PARTICIPATION OF PRIVATI AGENCIES BY CONTRACT 


\Vlar late of section 107 a 


In accordance with the legislative mandate in section 407 (a) of the 
\ct for International Development, TCA contracts with private 
agencies, organizations, and persons for the furnishing of technical 
assistance and the conduct of demonstration projects in these areas 
It emplovs such private contracts both as an effective means. of 
making available to the underdeveloped countries the technical and 
organizational skills possessed only by private organizations and 
business enterprises, and as a way of acquainting private business on 
the one hand, and the rovernments and peoples of the underdeveloped 
areas on the other, with further opportunities for mutually advan 
tageous cooperation. TCA enters into contracts both with private 
business enterprise (under sec. 516 (e) of the Mutual Security Act 
and with nonprofit educational, research, and welfare organizations 
and institutions for services in connection with all major phases 
gram. TCA has found, however, that nonprofit educational 
and welfare institutions are the principal private source for technical 
skills in education, public health, and agriculture of the type most 
suited to the underdeveloped areas, while private business enterprise 
is the chief reservoir of skills in the field of industry, natural resources 
development, and the engineering and economic phases of com- 
prehensive development planning. It is expected that the number of 
contracts with business enterprises will increase as present TCA 
efforts to expand technical cooperation programs in the fields of 
industry and nonagricultural resources development bear fruit 
[It is hoped that this phase of the program will be accelerated 


ot its pro 








aise 


Vine 


2. Summary of contracts and ai 
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ts for services with United States 


TCA from the inceptio Ol 


$19,521,533 of whiel 


The total amount of contra: 
private agencies and persons financed by 
through February 
ts with private bu 


28, 1953 Is 


the program 
$11,169,256 represents contrac 


Siness Organiza 


and $8,352,297 contracts with nonbusiness organizations 
The total amount from the inception of the program throug! 
December 31, 1951, 1s $7,079,901. of whieh $3.994.808 re presents col 
tracts with private business organizations and $3,085,093 contracts 
with nonbusiness organizations Kor the period January | 952 
through February 28, 1953, the total amount is $12,441,632, of whiel 
$7,174,428 represents contracts with prival Dusiness organizations 
and $5,267,204 contracts with nonbusiness organizations 
96 percent 


Contracts with private business organizations represent 
the program 


of the total in the period trom the Inception ol 
31, 1951; 58 percent of the total in the 


1953 


December : period January 
1952, through February 28 

The summary above does not include contracts for the procurement 
of commodities. Procurement of commodities from private supplies 
in the United States under TCA programs Was authorized in th 
amount of approximately $60 million in fiscal vear 1952 
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G THE MAFFRY REPORT 


In addition to the activities mentioned above. TCA requested 
August Maffry, a vice president of the Irving Trust Co. and a former 
member of the Board of Directors of the Export-Import I 


examine the problem of encouraging private foreign investment from 


the point of view of the banker outside Government The report 


envisages a program of action bv all agencies of Gove rhiment concerned 


with promoting private Investment abroad It recognizes the difficul- 


ties involved in increasin the flow of capital abroad and sets forth 
extraordinary measures considered necessary to produce a substantial 


Increase 1n foreign investment by LNay iduals and institutions Pa U1 
' ’ 


cular attention is given to the potential role of the Export-Import 


i 


Bank in providing loan capital, and the Wavs 1 which the { nited 
States Government can assisi in improving the climate of investment. 
A summary of the major provisions of the report will be found on 
page 6 above 


i NEED FO! ACCELERATED ACTION 


While there has been an improvement in the implementation by 
TCA of its responsibilities to encourage the flow of private investment 
into host countries, it is hoped that this implementation may be 
considerably accelerated In this regard, the remarks of the Hon 
Karl Mf. LeCompte during the subcommittee hearings are pertinent 

In the lor range view e can accomplisl ic} re th private capital 
point + than we could possibly by sending Gover ent-paid 1 inicians. if we 
can interest enough different private 

The Hon. Eric Johnston, in r¢ sponse to these remarks, had this to 
say during his appearance berore the subcommittes 


The natural resources of those areas, in ! opinion, can be better developed 
by private fund Private capital carries with it vn technicians They 
stay longer and have a greater incentive to produce 1 here are mat reasons 
why it is preferable I think we should encourage more private capital to go 
into these areas for industrialization and theret promote trade, and that, of 


course, Means less Al | 
VIII. DepARTMENT oF COMMERC!I 
A. REQUIREMENTS OF SECTION 16 (C 


Section 516 (c) of the Mutual Se urityv Act of 1951, as amended, 
requires the Department of Commerce, in cooperation with private 
business FTrOUpSs and eovernmental agencies, to conduct a thorough 
study of legal and other impediments, both foreign and United 
to private investment abroad The Department is also required, as 


states 
part. of such responsibility, to conduct a thorough study of the 
methods and means whereby those impediments can be removed or 
decreased. Finally, it is required fo make recommendations on the 


whole subject to the Director for Mutual Security 


B. NEED FOR BASIC INFORMATION 


Investing abroad involves more than simply investing In a business ; 
it involves also investing in a country Conditions affecting business 
in a foreign country differ from those in the United States. Persons 
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consideril il nvestment abroad must have available to them not 
only specific data as to the project or enterprise in questio but also a 
ct Sidi | race ol eveneral back round commercial and econome 
inte ion having a bearing dire ind indirectly upon the pros- 
pects OF an enterprise i thr parti ular country in view A second 
segment of thi program for the promotion of private ivestment 

Onc CONSIST ot the ass mbly and dissemimation of tl essential 
material The me SSil information meludes such th JS as popula 
ti Income da ull informatio tbout business laws and 
re s, knowles Ol ta laws and ta rates, fin il and mone 
ta daat Information concernin transportation and communica- 
ti Li is to labor suppl and labor costs, and information about 
Tha ira] s ll es and such basi ina Ist nal resoures sas electri power, 
fu | Won na St | and oth I DAs mau trial material Investors 
both large and small, need to have such information in ord to assess 
i! | Lt opportunitl ibroad 

it Ot IPHAS » I KI | Ol » a — 

L) | trodu ( ( 1) ( | | ice program ofl hh 
t] IS rin ly toward tl countri t| I 
Ul \ ‘ I t extel \ ha impo iit onom 
Lr onl oO With the tio f th roeTam 
( i i | hye na velor oun! \s 
re Oi I - 1!)  ¢ the De I ! tot Comm ( ( 
ti ( lishm | formation for most of tl indet 
{ ( it ( ri I lies! 11 il t]) 
tv has be athered and, second, for some of t] 
Wl ( In S her has bye na sembled full bod ) 
nto ution which should | lequate to meet almost any kind ol 
he 

I PRI RATI OF INV Mi r GUID 

\ a) hy 5 ! ( i }) Piti thre rrent re] LLLO 
( ( a Vvestme ‘| ( ides o uals » | 
co by cow in bo m. will contain genet 
ol p erest te ( ind i stol pbrond Th Lie 
( st ite ONLY oO1 of the wavs in which the material contained m: 
be co ( to those interested It can be publicized, and it larly . 
is, through pamphlets, through the periodical Foreign Commerc 
Weekly, and through bulletins issued by Department of Commerce | 
field f] 

BE. OFFI OF INTERNATIONAL TRAD 
During 1951 and 1952 work was done by the Office of International 


Several of these cuides should be aval ible by July 1953 in published 
form. ‘The volume dealing with Venezuela is already in press to be 
followed shortly by one for Colombia It is hoped before the end of 
the present fiseal vear that the volumes for India, Mexico, and 


possib 


ry’ } i / 
Trade toward the preparation of investment guides for nine countries 


) ‘ ] 14 
\ | QKISTAN hil eWwise Cal be ( Ompl ‘ted 


( 
The Office of lt ternat nal Trade has heen entrusted with the 
responsibility of conduc 


ing the study required by section 516 (ec) of 
the Mutual Security Act. The Department of Commerce states that 


cat aa  « 
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it has taken full advantage of the informational resources of the several 
geographical and functional divisions of the Office in carrving out the 
study. The problems of foreign investment have been approached 
by Commerce in two wavs Kirst, an analysis of factors impeding 
investment has been made through a series of country studies, each 
one designed to give in summary form a view of the main pertinent 
factors in that instance Review of this series of studies presents 
the composite picture. Second, consultations have been held with a 
number of American firms already established in foreign operations or 
in a position to consider the undertaking of operations abroad The 
firms consulted include a number of different fields of business of vary- 
ing importance in foreign operations and they include firms having 
interests in virtually all of the foreign countries in which United 
States capital is known to be engaged. This is in keeping with the 
mandate of section 516 (c) that the Department of Commerce, in 
conducting its study, should cooperate with business groups 

The Department of Commerce states that the results of this study 
will be ready for issuance very soon. This study is now long overdue 
The subcommittee realizes that the study required by seetion 516 (« 
involves a heavy workload and that the task is a complex one 


IX. Revatrep Activities as Parr or Torat ProGraM 
4. GENERAL 


The encouragement of American private investment abroad is, as 
has already been indicated, the day-to-day business of such agencies 
as the Department of State (including the Foreign Service and the 
diplomatic establishments abroad), TCA, MSA, and the Department 
of Commerce. Their functions include advice and assistance to 
American businessmen concerning their operations abroad, obtaining 
and publishing foreign economic and investment information, and 


discussing these matters with foreign government representatives 


F. Nece SSQarTY base for capital ovement 


International private capital movement must have for its base 
mutual confidence in peoples and governments, and of knowledge and 
understanding of problems and opportunities. The total foreign 
policy of United States is, of course, directed toward these objec- 
tives. Thus, the development of our strength, and that of our friends, 
so as to deter the forces of aggression and promote the conditions of 
peace, is directly related to securing the kind of a world in which 
private enterprise can function effectively As President Eisenhower 
said during the course of his inaugural address on January 20, 1953: 

Recognizing economic health as an indispensable basis of military strength 
and the free world’s peace, we shall strive to foster everywhere, and to practice 
ourselves, policies that encourage productivity and profitable trade 
2. Broader objectives 

It is impossible within the compass of this report to illustrate all 
the specific ways in which the achievement of this broad objective is 
being sought. It is not the purpose of this report to review all the 
means whereby United States foreign economic policy is being carricd 
out, nor to summarize all aspects of our total diplomatic effort in that 
regard. It is the expectation of the subcommittee to perfor n that 
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task in a future report Some activities relate directly to foreign 
economic development, with which State, MISA, TCA, and Eximbank 
and other Government agencies are directly concerned. This in- 
ludes the area of private capital movement, already discussed above 
Others may be found in such closely related fields as International trade 


ind financial poliev, where the United States is pursuing various 
measures for expanding thr world CCONOMY Because for example, 


restrictive business arrangements can both impede the flow of invest- 
ment capital and reduce the benefits of Investments that are made, the 


| 
United States has supported action to reduce such restrictions and to 
timulate free, competitive enterprise. The United States is, to cite 
another example, a strong supporte! of the International \Ionetary 
Fund and the General Agreement on Tariffs and Trade (GATT), 
both of which have among their objectives the lowering of trade 
barriers and paviments restrictions so as to encourage fuller use of the 
world’s resources and expansion ol the production and exchange of 


POOUS 


] convertible CUrrencies and ¢ rchana control 


Not only do these organizations contribute to our broader objectives, 
but they also have a cleat relationship to the efforts being made to 
timulate the flow of American private capital abroad. One of the 
significant deterrents to American investment abroad, for example, is 
he problem of inconvertible currencies and exchange controls. — If 
investors are to risk their capital abroad they must have a reasonable 
chance of transferring their capital and earnings to the United States 
in dollars. The guaranty program under the Mutual Security Act, 
which has been described above, takes this reality Into account and 
makes provision lor it The International Monetary und is work- 
ing to maintain orderly exchange arrangements among its members, 


and to minimize exchange restrictions-—and eventually to eliminate 


them \t the same time, it is stated, exports to the United States 
from the countries in which investments are made should be encour- 
aged if countries are to earn the foreign exchange to enable earnings 


and capital to be transferred te the United States The stimulation 
of United States MMports ts, therefore, directly related to the inter- 
national flow of private capital. The orderly and mutually advanta- 
reous flow of private capital cannot be considered ina separate 
compartment 

United Nation 


Mention should also be made of United States participation in the 
United Nations, which is concerned not only with political and military 
action designed to promote world peace and security, but with a 
variety of economic measures including some related direethy to the 
flow of private capital for economic-development purposes. The 
United States, for example, supported a resolution during the last 


ESSLO of the Assembly in. December 1952, which recognized the 
Importance Ol stimulating such 2 flow mito the underdeveloped 
countries and requested the Economic and Social Council to consider 
wavs and means by which the United Nations might assist in this 


) 7} 
process At the Same session the United States opposed 2 resolution 
which, in effect, confirmed the right of governments to nationalize 


property within their jurisdiction but omitted specific mention of the 
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accompanying obligations such as that of compensation to forme! 
owners These resolutions are discussed above on pp 11-13 Like- 
wise, the efforts of this Government to resolve the disputes over specific 
nationalization measures in tran and Bolivia, for example, are moti- 
vated in large part bv the adverse effects of ich measures upon the 


future flows of international private capital The United States has 
also encouraged the Council (and its regional commissions) to study 
the subject of foreign private investment and to publish material 
concerning such matters as the laws and regulations of member 
countries concerning foreign enterprises. Foreign Investment Laws 
and Regulations of the Countries of Asia and the Far East (U.N 


Doc. ST/ECAFE/1, January 1951 mav be cited as one exampl 
Elimination ol ho / ad 


The Johnson Act of April 13, 1934, prohibited private American 


loans to governments in default on their obligations to the United 
States Government (4 


1S Stat. 574). However, this act was amended 
by the Bretton Woods \creements Act of July 31, 1945, to permit 


governments in default to the United States Government to borrow 
in the private capital market of the United States proy ided they are 


members of the International Bank for Reconstruction and Develop- 


ment and the International Monetary Fund (59 Stat. 516 lore- 
over, the Export-Import Bank Act of 1945 removed the previous pro- 
hibition on loans by the bank to governments in default to the | ed 
States Government and. insotar as participation \ ithe the Ee xport- 
Import Bank is concerned, lifted the prohibition of the Johnson Act 
on loans by private persons to such government o9 Stat. 526 
Where foreign rovernments have been in default on tl dol] 
bonds originally sold in the United States, the Department 
has supported action by the to resume service on their ob] (ions 
and thus elimi iate th a fault Situations, Th if rotiatio s for ad- 
justed settlements on defaulted obligations of this kind are normally 
undertaken with the foreign government by the Foreign Bondholders 
Protective Council, a private independent organization four din 1933 
at the request of the Government to protect the rights an terests 
of American bolders of publicly offered dollar bonds of forei overn- 
ments and their political subdivisions— direct and guaranteed. The 
Council has recently negotiated settlements with Costa Rica, Japan 
Peru, and the Federal Republic of Germany In the latter case, due 


to the complexities ¢ f the situation and the spec ial status of the United 
States Government as an occupying power, this Government did 
participate directly in the negotiations. The effect of these measures 


is to reestablish corfidence in the foreign-securitv market in the United 


{ 


States as well as to protect the rights and interests of American 
bondholders. 


B. EXAMPLES OF INTERRELATIONSHIP OF BROAD POLICIES AND 
CAPITAL INVESTMEN1 


The following examples, which are by no means exhaustive, will 
illustrate the relationship between activities to stimulate private 
investment abroad and the range of American diplomatic efforts as 
expressed in numerous ways and through many instrumentalities. 
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development. The agreement, to which 34 countries accounting for 
some four-fifths of world trade are parties, aims to reduce trade 
barriers and to reestablish trade on a multilateral, nondiscriminatory 
basis Under the agreement, countries negotiate for tariff reductions 
and subje ct to spec ified exce puions undertake ob ligations to eliminate 
quantitative restrictions and reduce or eliminate discriminatory and 
preferential practices In addition to setting forth widely accepted 
rules for conduct for international trade, the agreement provides a 
forum for handling problems affecting the trade of participating 
countries 

The purposes of GATT, like those of the IMF, to the extent they 
are achieved, are of some benefit to foreign investors The reduction 
of trade barriers 30 the establishment of conditions of freer interna 
tional trade provide the circumstances where in an expansion of world 
trade and investment can take place. An increase in international 
economu relations, as sought by GATT, ‘reate opportunities for 
new investment, facilitates the servicing of Investments, and promotes 
or nerally the establishment of productive « nterprises and the invest 
ment of funds across national boundaries. 

I: rport-l pe rt Bank and flow of private capital 

Established in 1934, the Export-Import Bank Act of 1944, as 
amended, states that 


Che of ts and purposes of the bank shall be to aid in financing and to facilitate 


i p of t ( ure t e bank 1 e exercise of its Tu t 
ple ind r wid | prir ipital, and tha 
| 1) r the pur s of sul ) 
{ f ) wid juds of the Board of 

1) ( t i 

During its existence, the bank has made many types of loans in 
most of the free countries of the world. Some of these, particularly 
following the war, have been to foreign governmental agencies for 
basic economic facilities such as roads, dams, irrigation developments, 
ete These are prerequisites to the advent of private investment. 


Principally, however, the bank’s activities, as directed, have been 
for the stimulation of United States exports and imports and the 
investment of United States private capital abroad. Since it is a 
banking institution, proposed projects are judged in the light of their 
worthiness as to self-liquidation and their benefits to the recipient 
foreign economies in respect to dollar earnings or savings. Projects 
have been financed in three broad categories: (1) exporter loans; 
2) loans for foreign projects in which the United States investor has 
an interest; (3) loans made in which United States commercial banks 
participate with Export-Import Bank for their own account and risk. 

(1) The exporter loan is the means by which many United States 
manufacturers and service organizations finance the sale of their 
products or services in countries on credit extended by the bank. 
In these instances, the bank purchases the dollar obligations of the 
foreign purchaser so that the latter may promptly pay the United 
States supplier in dollars for his goods or services. It is usual for the 
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United States supplier to carry a share of the foreign paper for his 
own account and risk. 

(2) Loans for foreign projects in which the United States investor 
has an interest, ranging from complete ownership to a minority 
position, are particularly attractive to the bank. These loans 
serve the dual purpose of aiding in the export of American know- 
how techniques as well as capital. The bank undertakes to have the 
United States interests, as well as local interests, invest in the needed 
equity. The bank supplies the appropriate debt financing. 

(3) Loans made by the Export-Import Bank in which United States 
commercial banks participate by purchasing certain maturities for 
their own account and risk are those where the Export-Import Bank 
has initiated the loan to a foreign entity in whose country the invest- 
ment climate and security is good but where the terms of repayment 
are longer than a private lending imstitution by law or policy may 
extend. By purchasing early maturities of such a loan from Export- 
Import Bank, the United States commercial bank may participate for 
that period of time feasible for its i wel and receive a rate of 
interest eto with the period of its participation. 

The first category of financing has ‘he ‘en responsible for the export 
of many United States products from every manufacturing com- 
munity in the United States. Manufacturers of railroad and steel- 
mill equipment, airplanes, motorbuses, agricultural machinery, hydro- 
electric equipment, and the like, have been the beneficiaries. The 
second category has been responsible for the undertaking of perma- 
nent foreign investment in mining enterprises for basic metals, com- 
munication systems, and public utilities. In June 1952 the bank lent 

$41,140,000 to seven Brazilian power and light companies to purchase 
U nited States equipment and services to enhance their services in 

various communities in Brazil. The third classification has given 

opportunity for private financial institutions to do their part in asso- 
ciation with the bank in situations and enterprises appropriate to 
their available facilities. Last vear, 32 United States commercial 
banks participated with the Export-Import Bank in a $50,000,000 
loan to Belgium. In this instance the bank notified members of the 
Federal Reserve System of its intention to make the loan and invited 
participation in or purchase of the entire amount by commercial banks. 
$45,000,000 was purchased by the commercial banks for their own 
account and risk. The Export-Import Bank retained $5,000,000 in 
its own portfolio. 

The bank assists in the administration of the Mutual Security 
Agenev’s investment guaranty program, pursuant to an agreement 
between the bank and the Director for Mutual Security. The bank 
aets as agent for the Director for Mutual Security in entering into 
contracts with private American investors, guaranteeing the currency 
convertibility of receipts from their foreign industrial investments and 
guaranteeing against loss from expropriation or confiscation of those 
investments. Although the policy direction of the investment 
guaranty program and the negotiation of individual contracts there- 
under are the responsibility of the Mutual Security Agency—the 
bank does not exercise any judgment on whether or not to issue a 
guaranty—the bank assumes administration of the individual con- 
tracts once they are signed. This would permit a permanent agency, 
53——6 
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the bank, to handle the program should a temporary agency, MSA, 
come to an end. 

The general value of the bank in the field of private enterprise has 
been stated by the European and Near Eastern Subcommittee of 
the House Committee on Banking and Curreney in these words: 





The members of the mission feel that the credits extended by the * * * 
bar ré m sound and that the projects which they have seen constitute 
contributions to the economie stability of the borrowing countries Perhaps above 
and bevond their material benefits, their value lies in the fact that thev have made 
friends for the United States Investigations of Export-Import Bank Loan 
Activities by Subco ittees of the Committee on Banking and Currency, com- 


mittee print, Dee. 30, 1951 


} 


1. Lffects of restrictive business practices on investment capital flow 
Cartels, monopolies, and other restrictive business arrangements 
can both impede the flow of investment capital and substantially 
reduce the benefits of investments that are made. 
One of the principal ob jectives of many international cartels is to 
restrict the establishment of new enterprises in their particular in- 


dustries First, they preclude by agreement the establishment by 
one member company of branch plants in a territory reserved to an- 
other member. Second, by dividing or allocating export markets, 


they reduce the incentives to secure advantages that might otherwise 
be sought ‘under competitive conditions through establishing pl: 

in such export markets. Third, they attempt to thwart efforts by 
noneartel participants to undertake new investments. This may be 
accomplished through such means as coereing potential suppliers of 


new enterprises to withhold rs 


ints 


w materials, threats of dumping or 


i 
indiscriminate price cutting and monopolization of patents and tech- 
nical information. 


Cartel- type agreements within domestic industries also have detri- 


mental effects on the flow of investment capital. In most European 
countries, dome stic cart Is a nd I ade associations have been success- 


ful in restricting the ests aes nt and/or operations of new competi- 
tive enterprises in many fields. Furthermore, in a number of Euro- 
pean countries, the associations are favored by national legislation. 
Laws in a number of countries require that those seeking to establish 
a new business must first obtain a license, securable only after the 
Government has consulted with the would-be businessman’s competi- 
tors In some countries there are also regulations applicable to a 
number of industries whereby all firms in such industries must submit 
to cartel discipline. 

It should be noted that monopolies, as distinct from cartels, have 
also been successful in restricting the flow of investment capital into 
var.ous countries. This has been accomplished, as in the case of 
cartels, through such practices as threats of discriminatory price 
cutting. It should also be noted that in many countries, particularly 
in Latin America and Africa, the local governments have given 
individual firms monopoly protection by restricting the establishment 
of new enterprises and importation of competitive products. Conse- 
quently, competitive interests seeking to invest in these areas, either 
for manufacturing or sales purposes, have been prevented from doing 
so. Even in those cases in which foreign investments are made 
(despite the existence of impediments caused by restrictive and 
monopolistic practices) the result is often to limit the potential extent 
of such investment or to subject the investor to unusual jeopardy. 
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Thus, it is important to examine the activities of the executive 
branch in dealing with these restrictive practices. The action which 
the United States Government has taken in this field is stated to have 
been instituted through enforcement of the United States antitrust 
laws, through administration of foreign unilateral programs of the 
United States, and through international forums and bilateral nego- 
tiations. 


Of particular interest for the purpose of this report ela 2) of 
section 516 (a) of the Mutual Security Act of 1951, as amended 
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in the | i States s ( t 
In addition it has marketed the equival of nearly $60 million ¢ : 
bends in tl finnneral centers of Canada, Kt and vitzerland 
The bank has also sold from its p rOhO ¢ ligations due from 
borrowers, securities totaling $65,669,908, of 5 bh hearliv S20 million 
is without the bank’s cuaranntes These bonds and other obligations 
are held by individual and institutional investors, and provide a 
channel! for the investment of privat ( ii In foreign economu 


development projects. 

At the same time the bank has undertaken a substantial technical- 
assistance program of its own, designed primarily to help its members 
to draw up long-term programs of economic development. It is the 
bank’s conviction that external financing, from whatever quarter, 
will be of most value in countries that are already making the best 


possible use of all available resources, public and private In Colom- 
bia, for example, the stimulation provided by the bank’s survey mis- 
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sion has resulted in a relaxation of exchange controls and the adoption 
of a more liberal and enlightened attitude toward foreign capital. In 
July 1952, the bank sent to the Colombian Government the reeommen- 
dations of a financial expert, jointly retained by the Government and 
the bank, for measures to promote investment in industry and to 
improve the market for Government securities. Similar assistance 
is being extended to several other countries. 

Spokesmen for underdeveloped countries have criticized the bank 
for the minor part of international financing that it does in the light of 
the requirement of these countries for accelerated economic develop- 
ment; costs of borrowing are too high (current rate is 4-% percent 
for 20-year loans); the bank is “overcautious” in its estimate of 
borrowers’ debt-servicing capacity; the bank requires excessive docu- 
mentation, moves too slowly to consumate loans, and is generally 
unwilling to help finance the substantial local costs of development 
costs in underdeveloped countries. 


X. ACCELERATION OF INVESTMENT OpporTUNITY REPORTING 


Section 516 (e) of the Mutual Security Act requires the Technical 
Cooperation Administration, in cooperation with the Department of 
Commerce and the Mutual Security Agency, to find and draw the 
attention of private enterprise to opportunities for investment and 
development in underdeveloped areas. One of the ways in which 
this can be accomplished is by increasing the quantity and quality 
of investment opportunity reporting. There follow a few samples 
of investment opportunities picked at random from various issues of 
the Foreign Commerce Weekly, published by the Department of 
Commerce. These opportunities were received, for the most part, 
in response to Foreign Service Reporting Circular No. 31 (for text, 
see appendix) and, in the main, cover underdeveloped areas. It is 
important for American business to receive as much information as 
possible before it can consider investing its capital abroad. 


A. BRAZIL 
From the Commerce Weekly, October 6, 1952] 


UnitTEpD States Arp SouGut FoR DEVELOPMENT OF BRAZILIAN LUMBER 
CONCESSION 


The Fundacao Brazil Central, Rio de Janeiro, is interested in establishing a 
joint United States and Brazil enterprise to develop a lumber concession in the 
State of Para and invites capital and technical assistance from the United States. 
The Fundacao is an independent agency of the Brazilian Government whose 
function is the economic development of large areas in the interior of Brazil. 

Che area specified covers 30,000 square miles along the Tocantins River, 150 
miles from the shipping port of Belem. Surveys to determine the location of 
stands of trees, such as mahogany, cedar, sucupira, and other commercial grades, 
indicate that minimum output will be approximately 500 cubic feet per hectare 
of valuable commercial species. In making the surveys, consideration was given 
only to trees of the minimum of 20-inch diameter at breast height, having well- 
formed boles, without visible defects, and whose physical and mechanical prop- 
erties have been tested by the Yale Forestry School. 

The Fundacao reportedly has been operating the concession less than a vear, 
limiting its production exclusively to mahogany (Swietenia macrophylla) and 
red celar (Cedrelia oderata). Four thousand logs (70 percent mahogany) were 
produced in less than 6 months by a working crew of 60 men. 





OVERSEAS PRIVATE INVESTMENT 63 


COMMERCIAL TIMBERS AVAILABLI 


In addition, large stands of the following commercial timbers are said to be 
available: 

Freije (Cordra goeldiana): Used in the United States for fine furniture under 
the name of ‘‘jennywood”’; used locally for carpentry and as a substitute for 
teak in naval construction 

Gonealo elves (Astronium frarinifolium): Very durable wood used for crosstics, 
posts, and piling; exported as furniture veneer wood. 

Massaranduba (.Mimusops species): Known as ‘‘beefwood’’ or “bullet wood’ 
in export trade; very durable and used for crossties, general construction, and 
specialty products; makes excellent charcoal 














Piquia (Caryoear villosum): A large, widely distributed tree; durable hard- 
wood used in boat decks and hulls as a teak substitute; fruit yields a grease used 
in soap and perfumes. 

Sucupira (Bowdichia virgiliodes): A large tree producing very hard wood, 
resistant to decay ised f eavyv durable construc 

Primitive extraction methods in use have made costs of production of mahogar 
and cedar virtually prohibitive, « g to the distance of the ands from water- 

, ways, reports the Fundacao Although extraction of the other ce erela 
timbers is considerably easier because of their close proximity to the rivers 
Fundaecao considers that obile equipment and machinery is necessar for 
efficient and profitable exploitation of the concession 

A FOREIGN PRIVATE CAPITAL SOUGHT 

Since the Fundaeao has neither the technieal and commercial organization nor 
the funds to permit efficient operation of the concessior it seeks investment of 
foreign private capital, and states that any portion or all of the 30,000-square-mile 
concession would be turned over to the investing company under conditions to be 
determined by negotiation 

Available facilities include the Government railwav administered bv the 
Fundacao and running fron town of Tucuriu (formerly Aleobaca) parallel 
with the Tocantins River 75 miles through the jungle; a 12-ton-capacity 
steam crane on the sid ne at Tucuriu; a small sawmill with equipment consisting 
of a circular saw, 2 edgers, and 1 cut-off saw; and a 200-ton-eapacity steamboat 
which operates on the Toeantins River from Belem south ~The 4,000 logs, 
2,000 of which are still in the forest, would be made a part of the initial production. 

The Fundacao is unable to specify the amount of investment necessary, but 
suggests that the commercial prospects appear to justify a trip to Brazil by an 
interested party, at which time requirements could be estimated 

For further information, firms should correspond with Dr. Archimedes Pereira 
Lima, president, Fundacao Brazil Central, Service de Exploracao de Medeiras, 
Av. Nile Pecanha 23, Rio de Janeiro 

Commerce Weekly, M 9,19 
Brazit’s PorTeEnriAL Opportunities May INTEREST UNITED S?TavrEs INVESTORS 

The National Economie Council, Rio de Janeiro, Brazil, has issued a list of 
manufacturing industries considered to be advantageous to the Brazilian econ- 

dj omy, which mavy be of interest to United States investors seeking manufacturing 


opportunities in Brazil. 
Among the industries listed are raw materials, consumer goods, machinery and 
appliances, mining, agricultural, and livestock. 
Factors considered in preparing the list—determined by the results of a survey 
‘ made by the Council to provide information on industries the Brazilian Govern- 
ment is particularly interested in developing—include the following: 
Volume of imports of the product. 
Essentiality of the individual article produced. 
Availability of domestic raw materials for the establishment of an industry 
producing a specified article. 
Existence of know-how, or of services for creating know-how. 
Amount of investment involved. 
Possibilities of adding to an already established industry, or developing 
the proposed industry in combination with other new industrial establish- 
ments, 


Nar s 








64 OVERSEAS PRIVATE INVESTMENT 











I Classified as to industries which could be developed in the near 
future and those which do not lend themselves to early development Inelusion 
il e latter category was based on such factors as large amount of investment 
require eed for substantial technical services, restricted market for the products 
of the stry, and exceptional difficulties with respect to raw material supply 

\s specific opportunities are developed, they will be reported in this section of 
For ( nerce We feanwhile, interested United States firms may 
obt: cop of a partial list, based on the compilation issued by the National 
bc mic ¢ ine from the Commercial Intelligence Divisior United States 
Denar er of ¢ nr I Wa Oo 95. D. ( or ft l Department's 
fir ‘ ces 
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FOOD PRODUCER PLANS TO ENLARGE 


Itablissements Houque, a French manufacturer of specialty foods and con- 
fectionery, reportedly has unused buildings and land e firm desires to 
itilize for the productio 12 t erm 1 er products of Italian 








paste, said to enjoy a | 





To carry out this expanded produ mn, Etablissements Houque invites Ameri 
can participation im the for! f capital, ¢ Lp a L process¢ o be pro led 
der anv mutually satisfactory agreem«e 

Further information may be obtained by corresponding with Etablissements 
Houque, 47 rue de l Arquebuse, Auxerre (Yonne), Fra 

rheNx PR¢ R I ( I I 

. Fy fa und vishes iborate 
for purpose ( pa \ ! i fir i i ul and 
modern ¢ rnd | ibrics suitable id The Fr bh 
firm would undertake ( a 

Interested parties are ed to e nunicate w \Ia J. Stei I ige 
Fran Tissus Pouillv-les N uns (Loir« France 

D. BELGIUM 
} t ( e Week é 
BELGIAN FOUNDRY FOR SALE TO UNITED STATES FIRM 

\ United States firm interested in purchasing and operating an established 

foundry in Belgium is sought by S, A. Nor nes Chis Belgium concern reportedly 


is a medi 
iron foun 
The factory h 
with a large gas lin : 
300 to 400 workmen, and it 4 
Cast steel, cast iron, and metal valves of all kinds are being manufactured, but 


m-sized modern factory located in Familleureaux, Belgium, with cast- 


1 
lries, metal foundries, and large machine shops. 


@ high pow? r electricity transformer station and IS conne ected 


& a capacity for 





it is stated that installations could readily be converted to permit production of 
other industrial items For instance e factory has in the past repaired tanks 
and trucks and manufactured bedsteads for the United States Army. 


] 
1 
(Additional descriptive material, including an engineering survey, together with 





inventory and appraisal of the propert ull in Fre may be 
review purposes on loan f the Commercial elligence Divisior 
Department of Commerce, Washineton 25, D. ( 
Interested persons are invited to correspond with J. O. W. Achenbacl 
ager, S. A, Normes, 20 Rue du Luxembourg, Brussels, Belgium, 
arrange for it <p - thy, ' ert fe dd, 4 


kK. EGYPT 
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It reported that the firm has a fullv paid-in eapital of £200,000 which has 
{ Pvramids 
specifications, 


ber vested in a modern new pharmaceutical laboratory locate 





Road close to Cairo. The plant was built according to Americ: 
s and eq pment 
Present annual capacity is quoted at 150 million tablets, 10 million ampoules 























1 ( fmullion vials of peniel d streptomycin, 6 million bottles of sirups 
and other liquid remedies, 1 million tubes of unguent preparations, and 3,000 
\ ral of alkaloids and active essences of medicinal plants 

Che firm a nainta a 90-acre herb farm at Aboul Matamir, near Alexandria 
where 1 aboratories extract medicinal and aromatie essences and powders from 
“ ible « uitities of ( n and chlorophvll are exported 

| ( pa ure Vited correspond direct with Chen il Industries 
1 | ( 5S A. f 2 Sharia Na b Kl Riha Cait | pt 

I TURKEY 
I ree Week] 29 
foRKISH PLANT SEEKS UNITED STATES CAPITAL 

l stat capita and management part CIPATIOI Is sougl Mak na 
e W i it lustri Iwuri the Establishment for Mechanical and Chemiea 
I ri A ira burke for tt establishment of a nitrog fertilizer factor. 

itl ‘ 

Based a study ol e market, availat t of raw materials, transport tac 
ite a 1 other ftactors ( 1 n the economical operation ol ict i pla 
MEK contemplates a Wwactur x the following products i annual quantities 
4 licated: 6,000 to of nitric acid, YS pereent pure, for dynamite and ¢ 
plosive 2.000 tons of ammor n nitrate, pure, for dynamite: 3,000 tons of 
urea ndustrial with 46 peree \ for plasties and garden fertilizer; 75,000 
to f ammonium nitrate and ammonium sulfate, industrial with 26 percent 
No, for fertilizer; and 41,000 tons of ammonium nitrate and calcium carbonate, 

1 i th 20.5 percent No, for fertilizer 

| finance needed equipment, MAKEK estimates that USS17,000,000 foreigi 
capital will be required \n American firm participating In this venture would 
be permitted to exereise managerial control, at least until the sur ss of the 
opera ) i ired 

\ detailed prospectus for the proposed plant is available on a loan basis fron 
the ( mercial Intelligence Division, United State Department of Commerce 
Wa t 95.1. ( 

Interested parties are invited to correspond with Celal Imre, manage! 
of MIKE Ml | re reported na ndicated that MIxI IX, a Tr h Gover 
ment enterprise, is completely exempt from the adjudication law for sales, pur 
chases CO tructior or major repairs, to whieh other Turkish Goverpmen 
Hout are ef 

G. NETHERLANDS 
\ ; , 


UNirep STates Atp DrestRED BY NETHERLANDS FIRM 


United St: 


participatior Is SO ight by Aluminum-Industrie ‘‘ Zelime,’”’ 
‘turer of special aluminum products such as folding rules 





and milk tanks 
The company states that with the necessary investment it could produce 
additional articles 
Present facilities include an eccentric press, air compressor installation for 
pneumatie work, and argonare welding installation 
er information may be obtained by writing direct to J. Bakker, Alumi- 
num-Industrie ‘ Zelime,’’ B 28-29, Gapinge (Walcheren), the Netherlands. 
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XI. Unirep States Tax INCENTIVES 
4. IMPORTANCE OF INCENTIVES 


One of the important means of stimulating American private in- 
vestment to take a greater part in the Mutual Seeurity Program 
involves the practical Inducement made possible DY United States 
tax incentives. The importance of such ineentives was stressed by 
the Honorable Samuel W. Anderson, Assistant Secretary for Inter- 
national Affairs, Department of Commerce, during his testimony 
before the subcommittee 

If we are serious in our belief, and I think we should be 
United States will, in the end, be greatly served if our reservoirs of capital are 


at the interests of the 


t 


increasingly capable of sound investment abroad, the vhat we can do to stimulate 
those seems well worth careful thought in all direetions 

The chairman of the subcommittee, the Honorable Jacob K. Javits, 
raised the question whether or not some inducements in the way of 
tax provisions will have to be made in order to really stimulate 
American private investment abroad. In this connection, Mr 
Andersen elaborated upon his previous point during the following 
interchange 


I think it might be very helpful \s vou know very well, of course, there is 
a certain risk of double taxation of income earned abroad which is taxed abroad 
and then subsequently, in part, taxed in the United States as well rhere is the 
question of the definition of income versus amortization and depreciation in the 
several countries which, | think, should be carefully restudied. There is even the 


rather thought-provoking notion, as suggested by a private citizen the other 


day, that perhaps the instrument which has been so suecessful here domestically, 








namely, accelerated amortization, could be applied, if you chose to do so, to those 
American industries and private enterprises which contemplate investment 
abroad | ho are not able look verv far ahead in their risk thinking. Per- 
AaADTOAC mit Who are iot able to look very far ahead in ler TISK THINKING er 


haps, without ultimate substantial loss to the United States Treasury, it might 


be feasible to allow a certain accelerated amortization of that investment balanced 


against domestic earnings, thereby paying lesser taxes now But, if the invest- 
ment pans out well over a period of time, the Treasury, through repatriation, 
would recoup any losses of the earlier vears It is a rather novel idea, and one, 
I think, which deserves to be thought out a little bit 

Mr. Javits. It is an idea I have been working on myself It is analogous to 
the 5-vear amortizatio we give for defense facilities This would also require 
a certificate that it aided the foreign poliey of the United States I think it 


may prove feasible 
The Honorable boric Johnston in his testimony before the subcom- 
mittee also stressed the importance of tax Incentives 


We have in the statute books a Western Hemisphere preference on tax rates 








mcome-tax rates which gives a corporation investing in enterprise in the Western 
Hemisphere a 1l4-point benefit or credit—approximate 1+ points—on earnings 
on money thus invested in the Western Hemisphere In other words, if our normal 
tax is 52 pe reent, corporations inves rin the Western He misphere have @& tax 
rate on those investments of 3S percent, whi sa stantial s lus to 
the flow of private capital abroad \ very large percentage of the new mone 

which went outside the United States last vear went into the Western Hemisphere 
Personally, | would like to extend this Lt-point tax benefit to American money to 
all parts of the free world —not only to the Western Hemisphere I think that is 
one of the things that we ean do Now there are other ( ties in the tax 
laws whieh I think should be remedied, and [ believe others in the administration 
feel so, also Phese are h technical thing uit they are deterrents to the 
flow of capital For instance, a subsidiary of an American corporation abroad 
does not need to report its income along with its American earnings, until that 
subsidiary repatriates its earnings to the United States. In other words, if the 


earnings are left in the foreign country, no tax on them is paid in the United States. 
But a branch of an American corporation must report its earnings invested abroad 
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{ current come Of its parent company, even though those earnings are 
repatriated Now that works a material hardship upon branches as against 
Subsidiary corporations and yet there are various reasor why subsidiaries 1 
certa areas are not advisable because, in some of these countries, to have a 
sul liary corporation you must have a board of directors composed complete! 
of natives of the host country You must do certain other things which sometimes 
are very difficult for an American corporation to do So, | think that Americar 
Dra corporatior should be en the same treatn t as subs ry corpora- 
t i d 

Wi \ HEMISPHER I \DI CORPORATIONS 


\\ t} respect to sue h Weste rn Hemisphere tr ide eorporations, nm 
nacting section 109 of the Internal Revenue Code. the Senate Kinane 
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Phi supcommittee Was told that it Would seem appropriate or the 
Lonited State (rovernment to take some action to stimulate n 
. ] ) it , . 1] ; : : { 
Cul L il tment by an extension to all areas of the world of the 
‘ | | 1 Pa val » 5 
Sue iX rate how applicadle to Western lemisphere trade corpora 
Lio! 
( 1 I S Py A] TT DT} 
1 ‘ eC —s 4 ; 
Nhe subcommittee has noted, with great interest, recent statements 


by officials of the Treasury Department that the tax treatment of 


business income earned im foreign countries is- presently being 
reexamined with a view to making specific recommendations to the 
(‘ongress For example, in an address on April 16, 1953, Mr. Marion 


3. Folsom, Under Secretar of the Treasury, said: 

! ; : We t and 
’ | , 1% ? ’ ' ‘ , i ! 
I ol ( i { Sta 
tax repre ( double taxation rhe present trea 
me ( ! bY) 1 i \lodifica ol ( I la ! 5 
be 1 owe e crea of ( thre \ 
dome income 18 In some Wa onverted into tax-exempt foreign income 


The attitude of the Treasury was further elaborated in the recent 
statements of Mr. Dan Throop Smith, assistant to the Secretary of 
the Treasury, before the United Nations Fiscal Commission See 
pp. 13-14 above, for the resolution adopted by the Commission on 
this subject, and ‘an excerpt from Mr. Smith’s statement in support 
of the resolution. 

The subcommittee is particularly concerned that the question of 
tax incentives for foreign investment not be approached solely from 
the standpoint of the revenue involved, but that foreign economic 


on SENT RN 
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policy considerations also be taken into account. It weleomes the 
Treasury’s reexamination of the subject, and hopes that its recom- 
mendations will be forthcoming at an early date. 


D. SOME TAX INCENTIVE PRECEDENTS 


In addition to the Western Hemisphere trade corporation tax incen- 
tive, there have been cited numerous other precedents in United 
States law for the granting of tax incentives: 


1. Eeremption from tax 0) nceome derived from United States POSSESSIONS 


Feeling that it was desirable to have American citizens vo to United 
States Possessions, most of which came under our control after the 
Span sh-American War, the Congress passed section 251 of the Internal 
Revenue Code, which provides that an) United States eitizen or 


: ; 1 : wud 
domestte corporation is completely exempt from United States income 


i} 
gt ' 
tax derived from and received in such Possessions, or in any foreign 
“ if | ? rent } Py ; ) 
country, 1 SO percent ol the gross income is dérived trom sources 





within the Possessions and 50 percent thereof from the active conduct 
of a trade or business within the Possessions 

A few vet Puerto Rico passed a law which in effect sup rh 
ments sect It exe mMpts new industries going to Puerto Rico 
from Puerto Rican tax for a certain period Ot yvears Accordingly, a 
new industry gomg there is free from both United States Fed 
tax and all insular taxes Current statistics indicate that 200 indus- 


° 17 } r > 1 | 
tries have established themselves in Puerto Rico as a result of this 
combined inducement 


, 


Ker m pio? of Con pensation foi Perse nat Services 

As a result of a recommendation of the point 4 private investment 
program, Congress effected a change in the Revenue Act of 1951, 
liberalizine the provisions granting tax exemptions tf 
and other compensation for personal services received 
citizens who establish bona fide foreign residences \t tl 
the 18-month rule was enacted, granting exemption on compensation 
for personal services rendered abroad, to individuals who are outside 
the United States for approximately 17 out of 1S consecutive months 
- Post po ement of tar « pre fits 


, , : : 
Corporations operating abroad throueh reign subsidiaries may 


reinvest their earnings abroad without paying anv United States tax 
such earnings becoming taxable only to the extent they are returned 
through dividends to the parent United States corporation. 


4 Exce NS profits far eren ptioi 

Profits of domestic corporations confining their business activities 
largely to overseas Operations are compl tely exempt from excess- 
profits taxes, providing they derive 95 percent of their gross Income 
from sources outside the United States and 50 percent from the active 
conduct of a trade or business. 


}. Di plet on aliowanee fo? oil 


Oil became very scarce during and after World War I. There 
was serious concern in this country and in Congress over the possi- 
bility of a shortage. Congress, therefore, amended the income-tax 
law granting a depletion allowance to oil and gas companies amounting 
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to 27 percent of the net annual income. This was very effective and 
successful since the allowance is applicable with respect to properties 
both in the United States and abroad. 


E. JUSTIFICATION 

' $ 
The arguments pro and con for granting tax incentives to stimulate 
private vanitel investment abroad were stated by the International 


Development Advisory Board during the hearings before the sub- 
committee: 


Argume nts against granting tax incentives to stimulate private capital invest- 
ment abroad are usually based upon the theory that it would be inequitable to 
tax one citizen in a different manner from another. This, however, is fallacious 
since it assumes that all citizens derive their income from sources Which enjoy 
equal benefits and protection from the United States Government. Or in other 
words, that taxation is a duty of citizenship which is equally enjoyed by all. The 
fact that must not be forgotte however, is that investors in the so-called under- 
developed countries of the ane are subject to many risks not encountered in 
domestic investment such as differences in methods of doing business in foreign 
countries, unfamiliar laws and customs, frustrating restrictions on management, 
restrictions on the number of personnel it can import from outside of the country 
where the investment is made, new and increased foreign taxes whicl aa inde r the 
definitions contained in the Internal Revenue Code, mav or may not be credited 
against the United States tax, numerous exchange restrictions, export and import 
quotas, controls, risk of expropriation, etc. 

The 7 reasury Department estimates the net amount of tax realized on | nited 
States investments abroad to be approximately 3400 million per annum. If the 
law were changed to permit total exemption on income derived from foreign 
sources, the dividends paid to United States stockholders by corporations operat- 
ing abroad would nevertheless be taxed and would therefore most likely recoup 
to a considerable degree the original tax loss from this exemption. In addition, 
vhen one considers the benefits that would arise through such tax exemption in 
the wav of stimulating foreign investment, which in turn would increase foreign 
trade, help to cut down the dollar imbalance, and help to improve the living and 
working conditions of the people in the underdeveloped areas, it is a pretty low 
price to pay 


XII. RECOMMENDATIONS 


There follow major recommendations made in the hearings before 
the subcommittee or brought to its attention, which are included in this 
report in consolidated form: 


\ rAX INCENTIVES 


The provisions of section 109 of the Internal Revenue Code which 
established tax incentives for Western Hemisphere trade corporations 
should be extended to all areas of the free world. In this way the 
same tax rate now applicable to Western Hemisphere trade corpora- 
tions would be applicable to American enterprise in other areas of the 
sey world. 

Corporations operating abroad through foreign subsidiaries may 
reinvest their earnings abroad without paving any United States tax, 
such earnings becoming taxable only to the extent they are returned 
through dividends to the parent corporation. Branches should 
receive the same treatment as subsidiaries. 

New investments overseas meeting standards to be established by 
the Director for Mutual Security and certified for that purpose should 
have the benefit of accelerated amortization over a 5-vear term. 
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B,. JOINT VENTURES 


American capital should invest abroad in partnership with the 
capital of the host country insofar as possible. This decreases the 
risk of nationalization or confiscation and at the same time decreases 
the very real concern in the minds of people of other countries that the 
influx of American capital means economic domination by American 
capital. 

The joining by American capital with local capital and management 
in the formation of jointly owned enterprises, encouraged by the 
Governments of the United States and the local country, offers an 
important pattern for the future. In this connection reference is made 
to the following quotation trom the report of the Inter-American St udy 
Mission of the Committee on Foreign Affairs undertaken in November 
1951 (H. Rept. No. 1454, 82d Cone 





The presence of numerous American enterprises with large capital investment 
particularly in a country with a sensitivity to nationalism, requires that Americar 
business give increased att ion t its public relations with the peoples of that 
country. The bitter experience of the British in Iran should serve as a warning 
that continued governmental and popular support for American eaterprises is 
dependent upon an acute awareness of local aspirations and plans. Many Ameri- 
can businesses in Venezuela are endeavoring to bring more and more Venezuelans 
into participation In their particu enterprises | : mis belie this 
is a desirable trend and should be encouraged 


Along these lines, the American Cyanamid Co. recently announced 
the opening of a drug plant in India. Under arrangements with 
Indian bankers and businessmen, American Cyanamid put up 10 
percent of the paid-in capital while Indian nationals own the rest of 
the company Another example is the recent agreement between 
Standard-Vacuum Oil Co. and the Indian Government for construe- 
tion of a $35 million refinery in Bombay, where 25 percent of the 
capitalization of the new Indian company will be available to Indian 
private capital on a preference-share basis Other petroleum com- 
panies have negotiated similar agreements 

The Chase Bank of New York and the International Basic Kconomy 
Corp. have organized an investment bank in Brazil, in which a number 
of Brazilian banks will subseribe a large share of the total initial 
capital of 50 million cruzeiros ($2.5 million The purpose of the new 
institution is largely to stimulate local investment activity through 
assisting local enterprises, fostering the sale of securities in Brazil, 
and the like. In 1950 American & Foreign Power Co. met unexpected 
success in developing an active market in Brazil for the securities of 
its subsidiaries there. More than half a million shares in one sub- 
sidiary were sold to Brazilians of all economic levels, who thereby 
participated in financing the expansion program of the subsidiary 

The American Viscose Corp recently concluded an agreement with 
a Colombian firm whereby it will offer its technical assistance, traiming 
facilities, and some capital in the establishment of the Colombian 
manufacturing concern. 

Similar types of joint arrangements have been found useful by 
other American companies throughout the world. United States 
firms are finding it to be their advantage, from the standpoint of good 
will, familiarity with local customs, and ease in dealing with local 
governments, to enlist the participation of local investors in theu 
projects. 
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C. CENTRALIZED SUPERVISION AND DIRECTION 


There should be established within the Executive Department, an 
ageney which will 

|. Be adequately staffed and equipped to maintain a con- 

tinuous study of all phase sof governmental activity in stimulating 

private vestment abroad: ; 

2. Serve as a central clearinghouse of information which may 


be required by American business and by governments and 


> Be ae ountabl to the Coneres with regard to all: rect of 


f foreign investment: 


| ponsibility for implement exrecutive 
and legislative policy regardi American foreign capital 
tbroad 
Study « he o MIA nab cha Ol pi s 4-7, above, re ls t] 
large number | ( it Lore ( Cel { One iV ¢ i Cl 
with the problems of private enterprise abroad I ho ( crency 
Lok there exist an adequate ranch, either from the pot OF View of 
pet onne!] competence, or a ho tv to deal with the total aspect of 
private investment abroad as a pregressive arm of American foreign 
policy \Ithough the Director for Mutual Security has certain 
responsibilities for coordination and = supervision, under section 


501 of the Mutual Security Act, his activity in this regard is limited 
to the Department of State. the Mutual Security Agency, and the 
Technical Cooperation Administration. The multiplicity of Govern- 
ment agencies concerned with the various aspects of foreign invest- 
ment makes a high level focal point of coordination essential. To 
list the principal agencies and some of their relevant responsibilities 
is sufficient evidence of this necessity: 


] T) yt ¢ t of State }riendshi 


brie 0 erce, al ivi n treaty 
evotiat! ( O protection and 
( ousal of cla s, plus overs foreigy 
econo ie poliey Lyple~y entation 
2. Department o1 Co erce Relatiors with, and assistance to, American 
t siness el 
3. Denart nt of Treasury Double tax treatie tax policy concerning 


foreign earned income 
4. Securities & Exchange Commis- Regulation of foreign security fotations. 


5. Federal Reserve Banl Regulation of foreign banking operations 

6. Export-Import Bar ind 6 Development of foreign lending poliev in 
agency National Advisor ways which vive tnaximu stimulation to 
Council the use of private capital resources 

7. Director for Mutual Security, The formulation and ad: inistration of 
Fechnical Cooperation Ad economic and technical assistance in ways 
ministration, Mutual secur hich stimulate maximum private par- 
itv Agency ticipation in foreign development 

8. Defense Materials Procurement lhe development by Ar erican co™panies of 
(gene) foreign sources of basic materials, 


D. GUARANTIES 


Commendable as may be the activities of the Mutual Security 
Agency in publicizing the guaranty program in accordance with legis- 
lative mandate, the fact is that not one guaranty has been written for 
a Latin American project, despite the strong investor interest in that 
area. The Mutual Security Agency maintains that this is due to the 
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poor response of the Latin American countries themselves. It does 
not appear, however, that the extension of the program to Latin 
America has been undertaken with vigor and imagination. Only 
seven countries have be en approached The re is no evidence of any 
efforts to modify the polieles under which the program has operated 
in Europe to adapt it to the Latin American 


i 


situation no attempt 


to work this out with the Latin American Republies. Insistence by 
the executive branch on initiating the program in new countries 
through formal international agreements (not required by guaranty 
legislation) has been a stumb! ne bloek Im some countries lt has 


been stated that the potentialities of the guaranty program ean bi 
defeated by this lack of Hlexibilitv. and that the best wav to ret 
started in the politically sensitive countries is with formal assurances 
applicable to specific cases and not necessarily formalized inter- 
national agreements. Assurances from foreign governments should 
be kept to a minimum, and used primarily to deter voluntar 
actions by foreign governments 

Because of the disappointing progress of the guaranty 


program In 
the underdevelope d areas, it has been recommended that 


hew lev 


tion be enacted expressing coneres ional intent that \ ivworous action 
be taken by the Mutual Security Ageney to make guaranties more 
readily available on a wider basis. Acvordingly, the proposal in 


Mutual Security Program legislation before the full 


committee 
should be endorsed extending the program to countries not directly 
participating in the Mutual Security Program (see. 605 (e¢)), and the 
following amendment to section 516 (b) of the Mutual Seeurity Act 
should be adopted 


Add at the end of section 516 (b 


and, in order to make guaranties as widely available as possible, is authorized to 
adapt to the circumstances of particular countries any governmental arrangements 
which may be deemed necessary to operate the guaranty program, 


There should also be adopted the proposals in the Mutual Security 
Program legislation now be fore the House Foreign Affairs Committee 
e xplie itly providing coverage in investment guaranties for war, revolu- 
tion, or civil disorder and providing for a 20-year maximum term for 
guaranty contracts. 


E. PUBLICIZING ECONOMI( AND SOCIAL BENEFITS 


There are many economic and social benefits which American private 
enterprise has brought to the countries of the free world. It is part 
and parcel of United States policy that this should be so. Asa pattern 
for the future, consideration should be given to a program, by our 
Government and by private enterprise groups, of publicizing these 
benefits, and of stimulating a desire by underdeve loped countries to 
take those measures which will encourage private ente rprise, both es 
and foreign. In this connection, the publication, Sears, Roebuck | 
Mexico, 8. A., the first in a series of case studies by the Nation: al 
Planning Association on United States business performance abroad, 
is a commendable start in this direction. Objective studies of cases 
in which United States business management has taken positive steps 
toward raising the living standards of underdeveloped countries can 
help dispell the psychological nies to increased investment of 
private capital. 
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F. SPECIAL ENVOY 


A special envoy should be selected by the President from American 
business or industry (which includes management, labor, investors, 
and farmers) who is a recognized leader, fully aware of the implications 
of United States foreign economic policy It would be his responsi- 
bility to visit as many underdeveloped countries as possible and to 
emphasize the Importance which the United States attaches to a 
sound and rapid econom development of the nations of the free 
world. It would be part of his responsibility to impress upon the 
governments of these countries that enlightened American capital can 
make a material and constructive contribution, technical as well : 
financial, to economic progress and the raising of standards of ‘omc 

the underdeveloped countries 


Gi PREATIES OF FRIENDSHIP, COMMERCE, AND NAVIGATION 


The program of we Department of State for the conelusion of 
friendship, commerce, and navigation treaties, containing assurances 
of fair treatment of American investors and ratification of the five 


friendship, commerce and navigation treaties signed with Colombia, 
Denmark, Greece, Israel, Ethiopia, and the supplement: ry one with 
Italy, should be accelerated Problems delaying — actions mar 
be dealt with by shortening the term of treaties allow of future 


nevotiat! mm and in lauding reservations in ratific aa. 
The Department of State should enlist the support and cooperation 


of existing major business organizations as well as labor unions and 
farm organizations in connection with the negotiation of individual 
friendship, commerce and navigation treaties. This could be done 
by the establishment of a Business Advisory Committee for Com- 
mercial Treaties In this connection, American business in a country 


with which negotiations are undertaken should be contacted for their 
views and euidance well in advance of the actual negotiations. The 


mechanism of a business advisory committee must not rubberstamp 
the work of the De partme nt, but must be prepared and organized for 


constructive participation in policy formation and implementation, 


H BALANCING THE NEEDS 


Underdeveloped countries should accommodate their development 
programs to their needs. This means a balanced development, bal- 
anced between agriculture and industry, domestic financing and foreign 
investments. Such a policy will be possible only with more foreign 
capital for development. 


I. WIDER USE OF INTERNATIONAL AND EXPORT-IMPORT BANKS 


The United States should help and encourage the International 
Bank to extend its important operations in mobilizing private capital 
for international investment im development and should considet 
methods of increasing the usefulness of the International Monetary 
Fund for this purpose. 

The Export-Import Bank should be much more closely associated 
with our economic and technical assistance programs, with a view to 
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its undertaking more initiative in stimulating projects which ar 
necessary to balanced economic development, but which are inap- 
propriate for intergovernmental crant or joun assistance. As Mr 


August Maffry pomted out in his report of December 18 to the TCA 
Administrator, we have not begun to use the full potentialities of the 
Export-Import Bank— particularly in providing loan capital on at- 
tractive terms to domestt corporations willing to exte nad then opel 
ations in foreign countries, and to foreign corporations, for projects 
furthering local economi development 

The export-Import Bank enjoys a reputation 1D Congress and in the 
business community which is unique among Government-financing 
agencies. Many of its loans at the present time are to private enter 
prises, without foreign government guaranties, and involve joint 
financing by the Export-Import Bank and private companies. What 
is being suggested here is not more loans involving a higher risk factor, 
but rather a much higher rate of the same kind of lending that is 


now taking place. Instead of acting only upon loan applications 
coming to it, the bank should assume more of the role of an investment 
banker, looking for projects and providing the link between the project 
and the private investor, with such financial participation itself as 
may be required to bring the project to fruition. This need not be a 
more risky type ot operation and, if properly presented, need not 
jeopardize the existing prestige and financial standing of the bank 
Moreover, this can be undertaken within the present statutory author- 
ity of the bank, eX¢ epl for the addit ional financial resources that might 
be necessary, although obviously full consultation with Congress 
should take place before the direction of bank activ ity is substantially 
changed in this regard 

If the business and financial community knew that the Export- 
Import Bank was prepared to operate with considerable more flexi- 
bility, it would itself undertake more initiative in developing projects 
for joint financing with the bank. 


J. COOPERATION BETWEEN PRIVATE ENTERPRISE AND FOREIGN 
COUNTRIES 


As stated in the National Planning Association’s recent publication 
The Case Study of Sears, Roebuck de Mexico, S. A. 


A basically private enterprise economy in less developed countries, of which 
well-managed United States private enterprises can well be a part, provides strons 
insulation against communism and political instabilitv. Therefore, it is to the 
national interest of the United States to have “policies” that promote enlightened 
and well managed United States enterprises abroad ( ersely, it is in tl 
interests of all parties concerned that the United States Government us 
influence to promote coop ration between United States private ent rprises abroad 
and the countries in which they operate 


To the same effect is the recent recommendation made by the 
Mutual Security Ageney evaluation teams of business executives 
appointed by the Director for Mutual Security 
that we cooperate With those countries ed y capita t r efforts to creat ; 
atmosphere that will attract private inve ent funds from other countries ine 
ing the United States 
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K. OVE! LL POLI¢ 


Heretofore business has been, considered as a primary means for 
producing the goods for our domestic and foreign commitments and 
for our defense Business bas rarelv been corsidered as a powerful 


arm of our torein polite vy both i terms ol wealth pr xiuection and In 





terms Of 1n provi thre Landa of living of othe peoples we wish 
to keep free Yet the pre of America bas be built upon the 
productive power of busit That is the model which all the world 
Wishes to cop) At a time in all-out effort during our genera- 
tion may well secure the eace and well-being of the world for cen- 
tur oO Con canno call for utuization of tl nstrument 
ol ou Ca power ana ( peacetl ( Ame! alk DUSIDeSS 
LI ) 
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Lice ng to United States firms of foreign-owned patents, traden 
I ae or copyright oreign countries have received ¢ lcranie 
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Supp ! ly , w-how re { industrial rocess wie 
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f throu irrangements arrived at by volur wid unrestrictiy 
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hat the pr ar funetion of the Foreign Service in these matters i 
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; erec 
'hat interested potential investors will be requested to get in direct 
with the apy ant, bv correspondence or by personal visit, and to 
leal direct th ! in the actual negotiation of investment terms 
( That United States Foreign Service personnel will not take part 
negotiations. but desire to be informed of the results of the negotiation 
! rder that 1 ( ition may be brought to the attention of all inter- 
est 1 agencies of the | ted States Government 
t hat anv arra rements which may be entered nto with T nited states 


itizens are ibje to applicable provisions of the anti-trust and other laws 


— 
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f the United States: these laws preseribe that no license. made under the 
official United States grant of a patent, trademark or copvright. can validly 


include terms and conditions that go bevond the original grant in such manner 


+ 84 t i i 
as to divide sales territory, to limit the production of commodities or their 
export from or their import into the United States, or to fix prices Keo- 
nomie Reporting Circular 29, of January 4. 1951. ‘Restrictive Business 
Practices”, should be consulted in this regard 
5.38 Criteria for Determining Whether Application Should Be Reported 


In determining whether an applieati for an investment opportunity should 
be re ported, the following should be aseerta ned: 





a. That the proposal is not obviously impracticable in the light of market 
requirements, availability of raw materials, level of consumption, et cetera. 
Dd. hat there is O substantial ¢ vidence of the existence of unfavorable 


information on the applicant firm or on the key individuals conneeted with 
the firm 

e. That a reasonably favorable climate for that particular project would 
appear to exist 


5.4. Documentation of Application 


Specifie instructions regarding the necessary documentation of each application 
ee" 


are contained in Appendix I to this circular. [Not included in this document.] 


5.5 Pre paration of Reports 


Reports should be prepared in accordance with the basie instructions set forth 
in Eeonomie Reporting Circular 22, of August 31, 1950, ‘‘General Instructions 
Governing Preparation of Economic Reports,’”’ and with particular reference to 
its sections 5.5, 5.4, and 5.9. The suggested format is outlined in Appendix I 
of this circular. [Not included in this document.] In order to be fully useful, 
the reports of this series should contain the greatest possible amount of unclassified 
information 





6. Category of Reports 

Occasional. That is to say, a separate report should be submitted promptly 
for each specific investment or patent-licensing opportunity as it arises and is 
judged by the officer to have merit Reports should bear title “410319, Invest- 
ment Opportunity.” 


7. Dissemination of Investment Opportunities 

The Office of International Trade of the Department of Commerce will continue 
to publish, in the Foreign Commerce Weekly, a concise account of the investment 
and patent-licensing opportunities reported by the Foreign Service, also to pro- 
vide for secondary publicizing through its regional offices. It is arranging also 
for: (1) the reprinting of pertinent opportunities in the accredited periodicals of 
certain industrial, trade and banking associations; (2) more direet dissemination 
in a'new series of regular leaflets to be mailed to all those persons and firms known 


or believed to have a specific interest in opportunities of designated types. 


APPENDIX II 
TECHNICAL COOPERATION ADMINISTRATION 


Circular Airgram, October 23, 195 


To Certain American Diplomatic Officers 

1. It has become increasingly clear that the success of our point 4 efforts in 
underdeveloped countries depends in large measure upon increased investments 
of private capital from the | nited States, other capital exporting countries, and 
from localsources. There is agreement in the executive branch that a considerable 
part of our total effort in the point 4 program must be directed to this end. The 
investment of private funds from capital exporting countries, particularly from 
the United States, has the added advantage in most cases of providing managerial 
and technical know-how to industrial development and will favorably affect the 
world dollar situation 

The Congress has recently reemphasized its interest in efforts to make wider 
use of private enterprise in the foreign assistance program, and DMS [Director 





S() OVERSEAS PRIVATE INVESTMENT 











for Mutual Secu | has asked all agencies concerned to cooperate in intensi 
ned provzrat PCA and the Department of Commerce will pool their resources 
to O 4 pI i 
| circular airgra hould of course be read in the light of activities already 
i r a 1, aS Well as | light of loeal political « lit . 
2. | agreed ' a Ing this intensified prograt \ consist, 1 
i ef ree | cipal part 
| rave : * { favorable to 7 i estme t 
| nea cine portunitle I¢ { 1 iocat 
It und d ( l I { co t hacker I I 1 
( I 
| ai f the pr Al ist Oo r ind t 
i ) ~ | V/V | ( ey 
I I 
( I DO i 
| ‘ ’ } f 
+} ‘ 
1 ‘ t ‘ 
' 
1 de os 
) ( \ ( 
‘ t role 
rtu t I Ve t i 
( i ! enrr ( negotiatior 
np ) it hay el ‘ ( iC 
| { t ‘ ‘ i { i i { ‘ i 
| | ructed to keey al t he i 
( 1 ! loy i Xe Ss t 
| shoul j the wo | i ( arly 
In add tor for Technical Coopera 
{ Lp} 4 ol 8s 5 res po ible for t Dp ute 
4 ) point 4+ a t vill be the j istrial 
i ( 1 pos definite and active interest 
pa ) it uv p appol L Spe il assistal 
i I t pose | tended hat the T of the p 1 staff 
! 1 Dp ( ¢ or of the ¢ MOTNIC SE ol Dut ts ppla t 
D i | v1 ve the esponsibilitv of the ission chief to work out 
f i thre s total activits in this field 
| - ce Economic Reps Circular N¢ sl of 
. T t ec a { I the 
‘ i { i coopera [ 1 
l and ¢ al I tO i i 
pt \ ta e can and s uuld be provided to off 
. 4 f offs ri ad f present 
ve 
i } po ill | I nd tO ut 
lua | { States agencies in Washington and to private busi 
f ( the inve ‘ program The point 4 staff s 
) ( a pp ‘ regular Foreign Service reportir with special 
report coveril specific ite s or factors allecting private investment which 
Come ( a e « se of their regular activiti Value of infor- 
na ( ( POSLULV Veo lLbe ent f foreign private enterprise fo 1s 
S¢ na oO areas ould be 
\] ins of furth private « igh jointly agreed technical- 
is ance proj should be expk uar long-range importance are 
} 1 ft faci at ule . nt through advice in such fields 


as government fiscal poli ies and administration, tax laws, mining and corpora- 





OVERSEAS PRIVATE INVESTMENT S] 


tion laws, ete 





c noe A , “ i \ T t Ix ft T 
improvement of credit fa : . onothavc of 
stitutions directed at char a anita approved development 


enterprises 
Special consideration 1 ( the encour: t of priv 


to undertake economic 


- : - ( Ca ie a O Scouradce t S¢ 
of public funds, parti I Sta rll f { areas where private 
capital can possibly be ind take the developmen 

The mission may find it } I t foreis vernment creating 
interest in increasing priva est ‘if na local. directing a 
to the benefits, both socia } 9 rprise has br oO 
other areas and pointing rivate enterp! ld further nat il 


policy on terms consist me t?o ah ‘ 
4. In Washington TCA { OT ) f International Trad 
Department of Con ! f ‘ mation suy ‘ 


from the foreign missi ! { ymnecerr a 1 

and disseminate backgr it ird a 

for investment in st f i t repa for at 1 

other types of negotiat t { e 1 nate 
x In certain cases Wa | i i i lor I ary 

\ ort \W } TI ( ) t i i l T 

aspects of the prograi 

Specifie inforn ‘ ral ickg1 d 

e informatio1 ill | i \ i 4 

Variety of mea ( \ 

useful f for I i Depa 





i | [tis 
also to arrange invest { tit ar lar countries 
or regions and to url i tarntial I ra { at consultat a 
counseling, Ihis la t ( | edt ext | t onl co cetio 


investment op! rt I I i iT : ad Dut a l l l 
{ originating f i Sta I i for advice and assistance in 








e HUSINE woroa 

». Plans a 4s { I rhe yper ( 

. ] sed of Gover I 2 4 

where it appea feas ( ) i t t progran 
to assist tt OT 

Considerati | ) ( D 
[ ted States fi ( ! 
1tis utes tT i { ) i i ~IS 
specifie in\ 2 r 
Serious Consiag 1 ssti¢ ( il 
in a normal bu ‘ v er l ( 
and firms likely to |} | 

6. The Depart ' 
countries every ¢ 
seeking to fore 3 Ve ( 

ot, nor will we b ) 








et *“ 
‘ Congress re ards t rt { ' : = 
: the rover rie tal Aas Lic i | ‘ ai 
will be achieved alo hes , / ward ' 
suffieier ’ , for ta 
7 Comment b la } . 
sibility of ithe 1 ( nar rat RP os ‘ reques 1 includ 
an outline of plat for carr kine ot , a atta tau aie 
improvement of thi propo 
Bt Cr 1 
. Sent to missions « Add \ \ ‘ 1] — 
: Cairo. Caracas. Cuidad Tru ( 1) Se ie: heavahiiia 
; Citv. Habana. Jidda. Kabul. Kar ial ' : ge Be D. FE. 
. Monrovia, Montevideo, New D Pa p p Quito, Rangoon, 


Rio de Janeiro, San Jose, San Salvad Sant | i 1 Tel Aviv. Tt | li. 


em ean 


erect ore 








SO OVERSEAS PRIVATE INVESTMENT 


APPENDIX IIT] 


SAMPLE GUARANTY AGREEMENT’ 


AGREEMENT Between THE UNitep Srares or AMERICA AND THE REPUBLIC 
Or HE PHILIPPIN' 
I’) | es. f Stat » the PI pp linha ) 





] x ENCY 

lr have the honor to refer to converaatio: chic ave recently taken plate 
etwer representat es of our two (10 rnments, relating to guaranties authorized 
by Section 111 b 3 f the Economic Cooperation Act of 1948, as amended 
I al have the honor to confirm the nderstandings reached as a result of these 
conversations as folk 

The Governments of the Philippines and of the United States of America 
vill, upon the request of either of them msult respecting projects in the Philip- 
pine the United States of America with regard to which 

iat 1) 3) of, the Keonomiec ¢ ooperation Act of 1948 
as h been made or are under consideration With re- 

xtending to projects which are approved by the Govern- 

mer ippines in accordance witt the provi ions of the aforesaid Sectior 
thie of the Philippines agrees 

a Government of the United States of America makes payment 
in United States dollars to any person under any such guarant the Government 


of the Philippines will recognize the transfer to the United States of America 


of any right, title or interest of such person in assets, curreneyv, credits, or other 





property on account of which such payment was made‘and the subrogation of 
the United States of America to any claim or cause of action of such person 


arising in connection therewith Che Government of the Philippines shall also 
recognize any transfer to the Government of the United States of America pur- 
lant to such guaranty of anv compensation for loss covered by such cuaranties 

: 1 } 


received from any source other than the Government of the United States of 
America 

b Chat peso amounts acquired by the Government of the United States of 
America pursuant to such guaranties shall be accorded treatment not less fave 
orable than that accorded, at the time of such acquisition, to private funds 
arising from transactions of United States nationals which are comparable 


to the t 





nsactions covered by such guaranties, and that such peso amounts will be 
freely available to the Government of the United States of America for adminis 
trative ¢ pendit res; 

‘laim against the Government of the Philippines to which the 
United States of America may be subrogated as the result 





of any payment under such a guaranty, shall be the subject of direct negotia 
tions between the two Governments. If, within a reasonable period, they 
are unable to settle the claim by agreement, it shall be referred for final and 
binding determination to a sole arbitrator selected by mutual agreement 
le, within a period of three months, to agree upon 


shall be one who may be designated by the 
President of the International Court of Justice at the request of either Govern 


If the ( r~verniments are ung I 





} 
l selection 





Upon receipt of a note from vour Excelleney indicating that the foregoing pro 
VISIONS are acct ptable to the Government of the Philippines, the Government of 
the United States of America will consider that this note and your reply thereto 
constitute an agreement between the two ¢ rvernments on this subject, the avree- 
nent to enter into foree on the date of vour note in reply 
Accept, Excellency, the renewed assurances of mv highest consideration 
For the Acting Secretary of State: 
J. M. ALLtIson ; 


Ilis Excelle nes ; 


Ambassador of the Philippines 
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The Phi bppine 1 Issado o the Acting S of S 
EMBASSY OF THE PHILIPPINI 
\\ 1INGTON 
Be 419, 19 
I. XCELLENCY: 
I have the honor to refer t UL ote of Februar Ss 952. whict as follows: 
‘I have the honor to refe: ersations h have recent taken place 
between representatives of 0 I vo Governments, relating to laranties aut rized 
by Section 111 (b) (3) of the Eeor ic Cooperation A of 1948S, as ame 1 
I also have the honor to conf { nderstandings reached as a re rg as 
conversations as follows 
“The Governments of the PI ppines and of the United States of America 
upon the request of either of them, consult res per project the Philippi 
proposed by nationals of tl [ ed States of America wit ! rd to wt 
guaranties under Section | 1) 3) of the EKeonomie Cooperat (et of 14S 
as heretofore amended, have been made or are under ¢ lera With respec 
to such guaranties extend O project hich are approved by the ¢ eC! ( 
of the Philippines in accordance with the proy ns of the aforesaid See 
. C,overt nent of the P} D rorres 
a That if the Gover ent of the United States of America makes pa 
ment in United State lollars to a perso ler a ( euarant. 
Government of the Philippines will reeognize ® transfer t the Unite 
States of America of at right, title ¢« rite of person in assets 
" curreney, credits, or other property on account of which such payment was 
H made and the subrogation of the ited States of America to any c¢lai 
} cause of action of such person arising in connection therewitl The Ce 
: ment of the PI lippine u 4 recog AC Al ranster to the Cr eri ( 
} ment of the [ ed State ) {merica p 1 Sul euara ra 
compensation for loss covered bv such guar ies ce ( fr 1a : er 
| other than the Government of the United Sta of America 
j b. That peso amou 4 ed by the ¢ ey ent of the United States 
of America pursuant to such guaranties shall be ace led trea ( ot les 
favorable than that accorded, at the time of su a LISITLO to private 
funds arising from transactions of United States na whieh are co! 
parable to the transactior covers t) ich guara ind that sue pes 
; amounts will be freely available to the Government of e United States of 
America for ad histrative expenditures ° 
Cc That any claim against the Governmer: ( he | ippimnes to whiel 
the Government of the United States of Ame , ma ( ibrogated as the 
result, of anv payment under such a guaranty ail be the inject of direct 
negotiations between the two Governme : If within a reasonable period 
: thev are nabie to settle t Ciaimhh wrreenme sna be rel ed rif A 
and binding determination to a sole arbitrator seleeted | mutual ( 
If the Governments are unable, within a period of three months, to agre¢ 
upon such selection, the arbitrator shall be one who mav be designated b 
the President of the International Court of Justice at the request of either 
Government 
[ por receipt of a note from Your Exeelleneyv indieat ¢ that the foregoing 
provisions are acceptable to the Government of the P ppines, the Govern- 
ment of the United States of America will consider that this note and your 
: replv thereto constitute an agreement betwee the two Governments on this 
subject, the agreement to enter into foree on the late of our note n reply 
and to state in behalf of the Government of the PI pure that the inder- 


standings between vour Government and mine as stat 
note are correct and are hereby confirmed 


Aces pt, kixecelleney, the rene wed assurances of mv dis shed Cconsiderathe 


CARLO P ROMULO 
His Excellenes 
THe ACTING SECRETARY OF STAT# 
Washington. D. C 
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